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PREFACE TO THE FOURTH EDITION. 


Since tlie third edition of this book was 
published, the movement has come under the 
scrutinv of a number of Commissions and Com¬ 
mittees. and it has fallen to my lot to examine the 
reports and to incorporate in this edition whatever 
seemed of permanent value within the scope of the 
work. I have tried to insert in their proper place 
the relevant passages from the Report of the Royal 
Commissions on Agriculture and Labour, the Reports 
of the Madras and Burma Committees and those 
of the Central and Provincial Banking Enquiry 
Committees. It has not been found necessary to 
omit anything of importance on the ground that it 
was wrong or obsolete. Almost everything written 
on Co-operation in the various reports referred to 
corroborates the views e:q)ressed in this book; 
similarly nothing in any High Court Judgment 
which has come under notice has led me to alter 
the relevant passage in this work. 

All Registrars of Provinces have kindly assisted 
me in the preparation of this edition by sending 
copies of their latest rules and by referring me to 
judgments of the Courts: to one and all I wish to 
oSer my most grateful thanks for their courtesy 
and kindness in aiding me to make this book as 
complete and up to date as possible. Without 
their willing hete I should not have been able to 
make it as reliable as I trust it will be found. 

The aunnal reports for the years following the 
issue of the third edition contain little of any out¬ 
standing novelty: good teaching of members and 
good audit of societies are recognised as the main 
duties of the stafts. CareM_ preparation before 
registration is everywhere insisted on, and those 
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who are busy in building up tbe movement take 
little beed of those critics who ask why progress is 
slow and whether it will have brought about the 
millennium within ten years. 

As in the other editions, I haye tried to place 
before the reader the practise and the view’s of 
authorities without intruding my owm. The degree 
of common agreement is so great that it is not 
necessary to be controversial. But I liave allow^ed 
one exception in discussing the, to me, amazing 
order prohibiting primary credit societies' from 
freely using their reserves in their owm business. 
How any body, except the financing bank, can gain 
from such an order is beyond the pow'er of man to 
prove. 

While incorporating so much new matter I 
have tried to keep the size of the book dowm by 
omitting unimportant portions; although I asked 
freely for suggestions for omissions, I received none, 
and I fear that the number of pages grows wuth age. 

As before, the book bears no official authority 
whatever. The preparation of this edition lias 
been a heavy task amidst other important duties 
and I can only trust that it may prove of use to all 
workers in the co-operative field in India and Burma. 

I should like to take this opportunity to thank 
all who have contributed to gain for this book such 
success as it has achieved since it was first published. 


LA.HOBI!, 
April Srd, 1933. 


H. CALVERT. 
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INTRODUCTION. 


In their Report on Co-operation in India, Sir Edward 
Maclagan’s Committee note that most of the faults found in 
societies are due to the lack of teaching of true co-operative 
principles and that the importance of proper teaching can 
scarcely he exaggerated. They dealt with some of these 
principles but made no attempt to write an authoritative 
manual on the subject. Their task was rather to examine 
the higher £nancial aspects of themovement than to prescribe 
the proper rules to be observed in the every-day business of a 
society. Prior to the drafting of the bill which grew into 
the Co-operative Credit Societies Act of 1904, the Government 
of India made a very lengthy and very thorough examination 
of the whole subject as it was then understood. The diffi¬ 
culties of rural finance had repeatedly called for and had 
secured the closest attention as each period of scarcity and 
distress succeeded another.^ Various measures were resorted 
to until it becomes difficult to grasp the full sum of 
the enormous efiortsmade to cope with the problem. Famine 
Relief, Irrigation “Works, Eafiwap, acts for the relief of 
agriculturists, for advancing capital and for saving them 
from expropriation all testify to the solicitude of Government. 
It is not intended to enter into any discussion of India’s 
most pressing economic problem or of any of the measures 
adopted to solve it save this one of co-operation. The 
Government of India in introducing the Act to the country 
published an unusually clear and illuminating resolution but 
they refrained from any lengthy exposition of the new law 
or of the principles and practices which had come -under 
review in the fr aming of it. Their aim was “ to lay down 
merely the general outlines and to leave the details to be 
filled in gradually, on lines which the experience of failure 
or success and the natural development of the institutions 
may indicate ,as best suited to each part of the country. 
So far, therefore, as it dealt -with the constitution of the 
societies, the provisions of the Act were confined to -those 
general principles which all Co-operative Credit Societies 
must accept as the condition of being permitted to enjoy the 

^ For a re-view of the whole discussion, the reader cannot do better 
than consult Bay’s Agricultural Indebte^ess. 

C, CSA 
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advantages afEordcd by special legislation”.The object 
of this book is to fill in the details and to provide material 
for guidance wben new questions come up for decision. It. 
seeks to facilitate the teaching on which the Committee on 
Co-operation rightly laid so much stress by providing in a 
handy form, the results of the experience gained in many 
countries, and by gathering together in one volume a number 
of the conclusions to which, many works in India now 
subscribe. 

In the first place, it must be understood that the Act 
represents merely one stage in a lengthy progress. As the 
Eoyal Commission on Agriculture pointed out, various 
schemes for agricultural reUef banks, for land imj^rovement 
banks and for land improvement companies, which,-in all 
cases, were to be regulated by the ordinary company law, 
were placed before the Famine Commission of 1880. None 
of them met with the approval of the Commission but the idea 
of an Agricultural Bank was revived in 1882 by Sir William 
Wedderburn. Under his proposals there was to be, first, 
a liquidation of existing debts with the assistance of Govern¬ 
ment and, then, the establishment of a ba^ to take over the 
claims of Govermnent under the liquidation scheme and to 
make further advances to the people. The bank, after 
taking over Government claims, was to be entitled to recover 
its dues as land revenue on condition that, before recovery, 
the other methods available had been tried. Under tms 
scheme the major portion of the funds was to come from 
Government; Government officials would, in fact if not in 
name, be officials of the bank and private enterprise would 
be almost confined to the management of the head office. 
For these and cognate reasons Sir William Wedderbum’s 
scheme was not considered Buitable,^ but the essential 
elements were provided for in the Land Improvements 
(1883) and Agriculturists’ Loans (1884) Acts. These enable 
the cultivator to obtain money at a low rate of interest for 
productive purposes approved by Government. Every loan 
has to be secured by sureties or by a charge upon the land. 
The revenue officials supervise the employment of the money ; 


^ Government of India Resolution. 

- For details see Ray’s Agncultoral Indebtedness, p. 243, et 
The scheme was held to bo financially unsonnd: ‘ no amount of suppon 
or encouragement from Government can render banking operations 
successful, whether iu lu^a, or elsewhere, if they'are begun on an unsound 
basis, aud are not ooiiducted on true commercial principles.’ Ibid., p. 253. 
An experiment on lines not very dissimilar is now being tried in 
Bkavnagor State. 
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accurate accounts are maintained and punctuality of repay¬ 
ment is insisted upon. The main points of difEerence between 
this tahkavi system and an Agricultural Bani are that while 
in both Government provides the capital^ and takes the risk 
of lossj in the former the granting of the loans and the account- 
keeping are in official hands, in the latter these functions 
would be performed by the Bank. In both the collection of 
principal and interest is entrusted to the subordinate revenue 
stafE. Prom the point of view of the cultivator there is 
little difEerence between borrowing from Government and 
borrowing from an Agricultural Bank. In both cases, the 
borrower has no interest in the welfare of the lending body 
or in that of his fellow-borrowers; he has no participation 
in the profits and no control over the management. 

Advocates of Agricultural Banks for small cultivators 
cannot find support in experience. The Egyptian Bank 
has definitely failed to achieve its object and is steadily 
dwindling. As the Eoyal Commission on Agriculture stated, 
from the point of view of providing sinall cultivators with 
loans carrying interest at moderate rates, it has definitely 
proved itself to be a failure. Ite history proAudes a whole¬ 
some corrective to the views of those who hold that the 
problems of rural debt are to be solved at a stroke by the 
provision of cheap and abundant credit.^ Agricultural 
Banks in other countries are, to a large extent, machinery 
for lending Government funds to educated farmers. Pailures 
have been many but success is also claimed where there is 
no better machinery available. Dawson’s Bank in Burma 
is a very interesting example of a Joint-Stock Mortgage Bank 
which is not co-operative. The special conditions which 
have enabled that bank to attain success probably exist 
nowhere else in India. 

In 1892, Mr. (now Sir P.) Nicholson was placed on 
special duty by the Madras Government for the purpose 
of enquiring into the possibility of introducing a system 
of agricultural or other land banks. His report in two 
volumes (1895-97) was reviewed by the Madras Govern¬ 
ment in 1899 and came under the notice of the Govern¬ 
ment of Tudia. in 1900. About the same time Mr. H. 
Dupernex, i.c.s., after much study of the question began 
to experiment with village banks in the United Provinces 

In Sir TV. Wedderbam’s scbeme Gorernnieiit was to advance 6J 
lakhs of rupees to liquidate existing debts. 

® Mr. C. F. StrioMand’s ‘ Studies in European Co-operation ’ contains 
an excellent account by an expert on the subject. 
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and published a little book, ** Peoples’ Banks for Northern 
India ” in 1900. This came also under the notice of the 
Government of India, and as a result the question of intro- 
dixcing Co-operative Credit Societies into In<fia was considered 
by a Committee which met in Calcutta in December'1900. 
This Committee was of opinion that societies on RaifEcisen 
lines might prove suitable. There next appeared the Report 
of the Famine Commission (May 1901), with its recommenda¬ 
tions in favour of Mutual Credit Associations. It must be 
remembered that amongst the members of this Commission, 
presided over by Lord MaoDonnell, was Sir F. A. Nicholson 
whose reports have been mentioned above. The Commission 
wrote (section IV): We attach the highest importance 
to the establishment of some organisation or method whereby 
cultivators may obtain, xvithout paying usurious rates of 
interest, and without being given undue facilities for incurring 
debt, the advances necessary for carrying on their business. 
Agriculture, like other industries, is supported on credit.... 

.. The Sauk&r or bania has, horn being a help to 

agriculture, become, in some places, an incubus upon it. 
The usurious interest that he charges and the unfair advantage 
that he takes of the cultivators’ necessities and ignorance 
have, over large areas, placed a burden of indebtedness on‘ 

the cultivators which he cannot bear^. It should 

be understood from the outset, and made perfectly clear 
to all concerned, that the establishment of a village bank 
does not imply the creation of an institution from which the 

villagers may draw money at their discretion. It 

is not intended to frighten the village money-lender by 
permitting a village bank to enter into competition with him 
over the whole field of his business ; still less is it the inten¬ 
tion to encourage borrowing for unproductive purposes- No 
association, borrowing on the joint responsibility of its 
members, would be justified in devoting any of its funds to 
loans for unproductive purposes. It does not consequently 


^ Cf. Government of India despatch of lSS4r (Ray, p. 242): * There 

are indications that India suilers from want of loanable capital.The 

agriculturist, when in need of money for the most prudent purposes has 
to pay 80 dearly for a loan that it absorbs the profit of his business.' This 
<Xuotation possesses some historical interest. In 1SS4, deposits in nil banks 
in India amounted to less than 17 crores, in 1908 they exceeded 163 crorcs. 
What India suflei^d from in 1884 was the lack of a sound system of rural 
credit. The princijpal Joint-Stock Ranks, registered in India, had less than 
one crore deposits in 1885, and over 61 crores in 1922. Thereafter came 
a sharp drop to 44 crores in 1923, and the figure for 1929 is under 63 crores. 
In the ten years ending 1930, the deposits in Co-operative Banks have 
increased from 2 crores to 11, and those in Post Office Savings Banks 
from under 23 crores to over 37. 
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enter into the scope of a village bank’s operations to lend for 
marriage festivities or for caste feasts or for similar objects. 
If people wish to borrow money for such purposes or for any 
other purpose unconnected with agriculture, they must still 
go to the village Saukfir or bania. The Co-operative Agricul¬ 
tural Bank only aims at freeing the great business of the 
cultivator’s life from the terrible burden, which now presses 
on it owing to the usurious interest taken for agricultural 
loans. 

The Commission then proceeded to state the principles 
(Eaiffeisen) on which they considered these credit associa¬ 
tions should be started. 

The whole question was then referred to a Committee 
which sat at Simla in June and July 1901, and drafted a 
bill and model rules. These were circulated for opinion 
and, after much discussion, the Co-operative Credit Societies 
Act of 1904 was passed. The new law was introduced and 
explained to the public in a very able resolution by Sir 
Denzil Ibbetson.^ The Act was largely framed on the 
English Friendly Societies Act. It was put into practice 
throughout India and came in for a certain amount of 
criticism, especially at a succession of conferences of Begis- 
trars. As a result of the e^erience gained, a new Act, the 
present Co-operative Societies Act of 1912, was passed but 
the principles of simplicity and elasticity were retained. 
The present Act is thus the result of the careful and prolonged 
consideration of a large mass of material, Acts, rules, opinions, 
etc., and one object of this little book is to explain the Act 
in the light of this material and the wide experience now 
available. The Act everywhere followed precedents and 
nowhere introduced a novelly. In some cases, whole sections, 
in others clauses and in others special words have been 
adopted from other Acts. These Acts have been inter¬ 
preted in various courts and the consequent rulings will 
come up for consideration before our courts in India and 
will guide them in their decisions. We are thus, to a 


^ Rev. andi Agr.—1-63-3, dated 29th April, 1904. It is particularly 
important to remember that the first Act was passed before there was Indian 
experience to guide the legislature. Japan afiords a parallel. There 
* the modem Co-operative Movement is a movement from above and not 
from below. The new Co-operative Law was not a legislative measure in 
response to an insistent demand from the people. It was a measure 
imposed on the people by a paternal Government, as part of an extensive 
policy of “ enlightened autocracy.” It was a movement encouraged and 
promoted by State help and by a vigorous campaign of propaganda.' 
[Ogata: The Co-operative Movement in Japan, p. 84-1 
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considerable extent, bound by rulings recorded before the 
discussion in India commenced. An attempt has been made 
to explain how these rulings affect the Act. The Act left 
many points for future decision, and it is hoped that the 
material collected •^sdll help in the solution of many questions 
that require to be answered. Hitherto both Act and rules 
have dealt with bare necessities, but there are many points, 
not touched on in them, upon which societies require advice 
and guidance, and it is hoped that some assistance will be 
forthcoming from the pages that follow. 

The Act had to arrange for the fitting in of co-operative 
principles with the general company law of the land, and to 
the average busy man it is not always easy to distinguish 
the sections embodying co-operative principles from those 
binding all associations; moreover the English co-operators 
have included men who have fought long and earnestly 
for their rights and what they have won after decades of 
endeavour, the Indian legislature has conceded from the 
start. Exemption from Income-tax is not in England a 
privilege as suggested in this Act but a right won from the 
Treasmy and acknowledged by Parliament. 

In their introductory resolution the Government of 
India explained that “ Legislation was required to take 
Co-operative Societies out of the operation of the general 
law on the subject! and to substitute provisions specially 
adapted to their constitution and objects. In the second 
place, it was desirable to confer upon them special privileges 
and facilities, in order to encourage their formation and 
assist their operations; and, thirdly, it^ was necessary to 
take such precautions as might be needed in order to prevent 
speculators and capitalists from availing themselves, imder 
colourable pretexts, of privileges which were not intended for 
them.” 

For the provisions of company law, rendered inapplicable 
by section 48, the Act substitutes modifications in sections 3, 
8, 9, 10, 11, 12, 13, 15, 16, 17, 18, 20, 23, 24, 26, 26, 35, 36, 
37, 38, 39 and 42. These all follow closely sections of the 
Indian Companies Act, the H^istrar taking the place of the 
Court. Privileges and facilities axe conferred by sections 
19, 21,22,23, 27,28, 39,40 and 41, while the precautions are 
embodied in sections 4, 6, 6,13 and 14. 

^ See, for instance, section 4, Indian Companies Act. Before the 
House of Lords Committee on' The Thrift and Credits Bill, ’ Mr. said 

there -was no reason why Central Banks shonld not he placed nndet the 
Companies Act, bnt Mr. Wolff makes no claim to a knowledge of company 
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The only provisions in any way special to co-operation 
are the insistence on unlimited liability in section 4, and 
sections 14, 29, 30, 31, 33 and 34. The conservation of 
co-operative principles, referred to in section 4, is left to the 
rules and by-laws ; the former are to be framed by the Local 
Government and the latter have to be approved by the 
Registrar before registration. 

The first point of importance to be noted about the 
Act is that, like the English Acts, it is a modified code of 
company law and so necessitates the strictest adherence to 
rules and by-laws. The existing Companies Act follows very 
closely the English law and so inherits many judicial rulings 
upon the latter. It is the result of generations of trial and is 
thus not lightly to be criticised; and amendments should 
only be undertaken after a thorough study of the history 
of the sections which it is sought to alter. It must be 
remembered that in most European countries associations 
were prohibited by laws against combination and conspi¬ 
racy.^ In England these were repealed in 1824, but the first 
Friendly Societies Act was passed in 1793. The Rochdale 
Pioneers commenced operations in 1844, while in Germany 
RaifEeisen opened his first bank in 1847-48. The principle 
of voluntary association for lawful objects, once conceded, 
has contributed enormously to the material prosperity and 
moral elevation of the English working classes, while co¬ 
operative credit has proved the saviour of agriculture on the 
continent of Europe. The English and Scotch Co-operative 
Societies are mostly registered under the Industrial and 
Provident Societies Act of 1893, which is the result of much 
experimental legislation coromencing from 1852. The credit 
societies (e.g., in Ireland) are mostly registered under the 
Friendly Societies Act, 1896 (amended in 1898), which is 
the last of a series dating from 1793.2 Similarly the existing • 
laws of France and Germany are based on the accumulated 
experience of some seventy years, that of Germany being 
founded very closely on the English Acts and rules. 

The rigid provisions of these various laws at first sight 
may seem to contrast strangely with the simplicity and 


^ Of. Smith Gordon: Co-operation for Farmers, p. 29. ‘ It must not 
bo forgotten in this connection that the right of free association which we 
are apt to regard as the inalienable heritage of the citizen, was only granted 
comparative^ recently in most civilised countries.’ TJnfortunately this 
truth and all that it involves is little understood in India. 

- Both Acts were devised mainly to meet the requirements of towns¬ 
people and not of agricultural communities. Great Bntain has not yet 
got a Co-operative Societies Act. 
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elasticity of the Indian Act. They must be presumed to 
be based on knowledge of the people with whom the legis¬ 
latures were dealing and their absence from the latter Act 
must not be construed as reflecting the opinion that they 
are not necessary here. The Government of India has 
thro^vn upon Local Governments and Registrars the respon¬ 
sibility for insisting on the necessary rigimty adapted to suit 
local conditions. It uiU not be seriously argued that a 
strictness which seventy or eighty years of experience has 
shown to be necessary in Europe can be lightly dispensed 
with in India, and it is a fundamental error to assume that 
the simplicity and elasticity which characterise the Indian 
Act give Local Governments*and Registrars a free hand cither 
in the determination or in the application of the principles 
of co-operation. Bombay and Burma have in their local 
Acts introduced more rigidity but have not strengthened , 
the necessity for strict adherence to co-operative principles. 
The laws of co-operation in Europe represent many, 
years’ culture and ^owth, India has merely imported' 
a selection of plants, it has not introduced a new ^enus,^ 
There are those who would protest against too much strictness 
and too much rigidity.* These overlook the strictness and 
rigidity of the Agricultmists’ Loan and Land Improvement 
Acts, of the Indian Companies Act and of the various Banks 
and Insurance Societies Acts, all dealing with transactions 
analogous to those of Co-operative Societies. Nothing could 
be more detrimental to the progress of co-operation than the 
idea that it is compatible with sloppiness. The problem 
to be grappled with is largely that of rural finance and sloppy 
finance is intolerable. Fortunately for India, Sir Edward 
Maclagan’s Committee throughout their report, continuously 


^ It is India’s good forttine that it is not necessaiy for her to hammer 
out new systems, or to put to the test untried projects, visionarj' and 
otherwise. Daring the past fifty years, experienced men in Euroi>e liave 
been at work, testing new schemes, improving old methods, remedying 
defects and strengthening weak points. We con profit by their success 
and avoid the mistakes they fell into (Dupemex, pp. Ill >112). The 
Observations of the American Commission (Part 1, p. 9) arc particularly 
apposite :—wo cannot borrow Euroi«an Co-operative methods indis- 

enminately, nor should we refuse them indiscriminately.it uould he 

foolish to say that, no matter how successful co-operation has been in 
Europe, Americans are so different that it cannot be made to work here. 
The only wise method is to take what seems best from Europe, adapt it to 
our conditions and try it out.’ 

® There are even those who claim the right to make mistakes—^^vith 
other people’s money. England and India have had ample experience 
of the failure of banks professedly designed to attract deposits from the 
poor. Banks for the poor must be as rigidly careful in observing true 
principles as banks for the rich. 
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insisted on this important aspect of the movement and it is 
much to be regretted that, as some recent inquiries have 
shown, their excellent advice on the need for sound finance 
has been neglected. Success in co-operation can only be 
achieved by following the principles which have made co¬ 
operation successful. Membership is not compulsory, and 
those who do not like the principles should not join the 
societies. It is no part of the duty of co-operators to oppose 
the creation of non-co-operative credit societies, whether 
joint-stock banks or loan societies, but it is part of their 
duty to keep aloof from them and to refuse them the name 
co-operative. Bengal, for instance, has a number of joint- 
stock money-lending banks known as loan-offices, wliich 
lend to owners and cultivators, largely on personal security, 
but are not in any way co-operative. It is, perhaps, un¬ 
necessary to point out that defective Acts and rules inevitably 
afford opportunity for occurrences that lead to their own 
. amendment. Alterations of the laws relating to Companies, 
Insurance Societies, etc., in India have been due to a series 
of deplorable incidents which revealed the defects in the 
previous laws. In the case of credit societies, the English 
law has generally been moderately strict but the desire to 
reduce to a minimum the legal restrictions on private business 
enterprise has resulted in the continuance of opporttmities 
for frauds. The intention of -the Government of India in 
adopting the principles of simphcity and elasticity seems not 
to have been that there should be no rules or even no complete 
bodj'- of rules but that aU rules necessary should be framed 
by Local Governments. The co-operative movement has 
contained many failures, and each in turn preaches the lesson 
of strict adherence to good, sound rules. 

It is of special interest in this connection to note how the 
very wide experience of different provinces is tending to a 
remarkable similarity of rules and by-laws. Other coimtries 
supply instances where politicians have sought popularity 
by securing a relaxation of one accepted rule or another, 
with the inevitable result of abuse and failure. American 
opinion seems to be strengthening in favour of the view that 
the surest method of bringing about true co-operation is by 
outlnung in full in the law a method of organisation that 
embodies the true principles. 

Before proceeding to the discussion of some of the more 
important aspects of co-operation, it seems necessary to 
remind critics that the Act of 1904 was deliberately limited 
to credit. Sir D. Ibbetson described its object as the 
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encouragement of individual thrift and of mutual co-operatiori 
among the members with a view to the utilisation of their 
combined credit, by the aid of their intimate knowledge of 
one another’s needs and capacities, and of the pressure of 
local public opinion. When this Act was drafted there was 
not available the voluminous literature on all aspects of 
co-operation which has since been published, and the Govern¬ 
ment of India could do no more than prescribe general 
outlines and leave it to selected officials to study the move¬ 
ment in other countries and adapt to local conditions the 
essential principles of successful rural banking. In 1904 
there was no popular demand for the sound control of credit, 
and the general population had not at that time acquired 
the knowledge of co-operation and developed the enthusiasm 
for rural betterment which is now so widespread. The 
Indian Central Banking Enquiry Committee (1931) were 
told {cf. para. 148 of their Report) that the general impression 
that co-operative credit alone was the object kept in view 
at the outset by the Imperial legislators is not correct and 
that the restrictive scope of the Act of 1904 was a “ slip ” 
which was sought to be remedied as quickly as possible. 
It is a pity that some member of this Committee did not 
study the history of the scheme as embodied in contemporary 
documents. 



WHAT IS CO-OPERATION? 


As there seems to be some confusion as to what is 
meant by Co-operation, some space may be devoted to 
an attempt to explain what the term is intended to express. 
Part, at least, of this confusion seems to be due to the fact 
that, in England, it was co-operative distribution that first 
proved successful; while, in other coimtries, it is agricultural 
co-operation, and more especially credit, that has assumed 
such importance. In the attempt to preserve unity of 
conception, the various definitions of co-operation have been 
kept so vague as to be almost completely uninforming. 
Sociologists have attempted descriptive definitions while 
legislators have tried to determine the minimum characteris¬ 
tics of a society which must be present if the society is to 
enjoy the privileges conferred by law. Holyoake, for 
instance, defined it as v olunta ry concert, with equitable 
part icipation and control among all c oncerned in any enter¬ 
prise. Holyoake and his contemporaries had their attention 
fixed on the evils tesulting from the early and rapid rise of 
capitalism. In those days, the onrush of the industrial 
revolution had necessitated the accumulation of the capital 
of many people in joint-stock enterprise. Liability was 
then still unlimited, and it was but natiural that those who 
bore the risk should retain the control and take all the profits. 
The need for restrictive legislation was not sufficiently 
foreseen, and grave abuses arose that aroused bitter feelings 
in the hearts of the workers. To them it seemed that money 
was all-powerful, and the human element was at its mercy. 
The many preliminary efiorts that finally led to the discovery 
of the real co-operative principles were all directed towards 
the amelioration of the lives of the workers under the heel of 
capitalism. Thus Holyoake’s definition repeats the cry 
of men ground down in poverty, who thought their way of 
escape lay in securing fair dealing, fair opportunity, freedom 
to choose their own lives and emancipation from the capitalist 
and the middleman. Since the little store in Toad Lane was 
opened, however, the movament has progressed far, and a 
greater appreciation of aU that co-operation can effect has ■ 
led to a wider conception of its principles. The essential 
points will, perhaps, become clear if the different definitions 
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of various 'writers are set- down. 3Ir. Fav.^ from the social- 
economic standpoint, defines a co-opsra’tive society as an. 
association for the purpose of j oint tra ding, originating 
among the and conducted alvrays in an n nselfish spiri t, 
on such terms that all who are prepared to assnme the duties 
ofjBiEiahesbip naay share in its rewards in proportion to the 
degree in which they make nse of their association. Another 
■writeir says a Co-operative Sode^ is a union of persons, 
established according to principles of equality, the nnmber 
of whose members is not limited, and the ptupose of which 
is, by the joint performance of economic acts, to improve 
the ^ancial position of its members or the conations under 
which they carry on their profession, by means of either pure 
self-help, or of self-help with government support ; provided 
that all profits made by joint action shall he distributed in 
proportion to the extent to ■which each member has taken 
part in the business, and not in proportion to the capital 
invested. The same idea is expressed more tersely by 
Z'lr. Herrick?: co-operation is the act of persons, voluntarily 
united- of utilising reciprocally their own forces, resources, 
or both, under tfieir mutual management- to their common 
profit or loss. Another ■writer says^ that a Co-operative 
Society may be defined as a voluntary association of indivi¬ 
duals,* combined to achieve an improvement in their social 
and economic conditions through the common ownership 
and democraric management of the in strum ents of wealth. 
The Austrian Act refers to associations ■with an unlimited 
number of members, the object of which is the promotion of 
the industry or trade of their members by means of common 
action or credit. By the Japanese Law of 1921, a Co-opera¬ 
tive Society is an association having legal existence, formed 
by persons of modest means in order to promote and develop, 
according to the principles of mutuality, the exercise by the 
members of their occupations and the improvement of their 
economic condition- The British Columbia Agricultural 
Association Act (1911) provides that an association shall be 
deemed to be formed upon the co-operative ^stem if provi¬ 
sion is made by its consritution and by-Ia'ws for securing 
to all producers, who are members of the association, a share 
in the profits of the association in proportion to the value 
of the produce supplied by them, after pajmeut of a dividend 


- Co-operatioa at Hone and Aeroad. p. 5. 

- Co-OKTstfoa in Etaland, pp. 76-77. 

® Rsia! Credhs, p. 247. 

* Rural Eeco:strcstiQ2 ia Ireland, p. 54. 
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upon the capital stock not exceeding six per cent, per annum. 
Provision shall also be made for enabling all producers in the 
district to become members of the association by liTni fing the 
number of shares to be held by any single member, or by 
other efEective regulations. The Roumanian code proposes to 
define Co-operative Societies as associations with a variable 
amount of capital with no limit to the number of members, 
who may join or leave them at any date. Their object is to 
carry on joint work on a definite plan, with a view to 
furthering the economic and social interest of their members. 
The Swiss definition is: A Co-operative Society is one 
constituted by a varying number of persons organised 
corporately which aims principally at contributing towards 
the economic prosperity of its members by joint action. 
The formation of Co-operative Societies with capital fixed 
in advance is prohibited. The Indian Act suggests (section 4) 
that a Co-operative Society is a society which has as its 
object the promotion of the economic interests of its members 
in accordance with co-operative principles. But it leaves 
to the Eegistrar the decision as to what co-operative 
principles are. 

From these definitions it should be possible to derive 
an accurate idea as to what co-operation is. Originally, 
as has already been explained, the movement owed its 
origin to poverty and to the desire for some way out of 
all the distress and hardships that poverty entailed. The 
common bond that held the members together, or that 
induced them to combine, was poverty or economic distress, 
first amongst factoiy workers, and later amongst farmers. 
As all lacked a sufficiency of capital, capital could not be the 
basis of association. The only other basis was the human 
individual, and accordingly the first principle of co-operation 
is that the members join as human persons and not as capi¬ 
talists. The second principle follows from the first; for if 
persons meet to satisfy the common need, there should be no 
distinction between them in the satisfaction of this need. 
They must meet on a basis of equality.^ The third principle 

^ Especially if liability is unlimited and therefore the same for all. 
But p(xualitv in India is not always simple to secure. A writer in the 
Madras Bullctia of Co-operation (April-May 1923) says :—A reliable 
authority informs mo that in the case of a VCTy large number of societies 
in Malabar, when a general meeting is convened, the caste members meet 
in some house, aud &e ‘ untouchable ’ members stand half a furlong off, 
and that, after the caste people have discussed the business, the decision is 
shouted out to the others who simply hear and obey. In the Punjab, the 
strict adherence to equality within the society is one of the absolutely 
necessary essentials to success in the consolidation of fragmented holdings. 
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is not peculiar to co-operation, but its importance in the 
life of a society is so very great that it deserves a special 
place. The act of associa'tion must be voluntary. The 
fourth principle is that the members join to promote the 
economic interests of themselves, and not of anybody else. 

Above all else, however, it must be clearly remembered 
that co-operation is a form of organisation. Experience 
seems to show that it is the only system of voluntary organisa¬ 
tion suitable for poor people. Co-operation, then, is a form 
of organisation, wherein persons voluntarily associate together 
as human beings, on a basis of equality, for the promotion of 
the economic interests of themselves. ^ It is not primarily an 
ethical movement but a strictly business one and many 
failures in India would have been avoided if this had been 
more stressed. Thus stated, it becomes clear that only the 
miraculous success of the Rochdale Pioneers could afEord 
excuse for their puny effort to find a solution for what is, 
perhaps, the most difficult problem in the world. Only 
acute misery could have steeled those few weavers to brave 
the open contempt and derision of their neighbours and 
relations. Only the gloomiest of alternatives induced the 
German cultivators to listen to Raiffeisen. One of the most 
important lessons that the American Commission learned 
in Europe was that it was only when the European farmers 
were hard pressed, when the governments saw that they 
were going to lose their farmers because they could not 
make a living, and when the farmers saw that they must do 
something to preserve themselves, that they took up the 
matter earnestly. A great reform was accomplished, but 
it never would have been accomplished but for the spur of 
necessity .1 As the movement has progressed, however, 
it has gradually been realised that poverty is not a necessary 
circumstance in the success of the application of co-operative 
principles. Poverty is a spur, and for the moderately poor 
there seems to be no other alternative method of bettering 
their condition than this one of co-operation; but the 
poor are not the only people who can derive benefit; indeed, 
good co-operators deplore the fact that the poorest people 
remain outside the movement.^ The one circumstance 


^ Observations of the American Commission, Part I. 

_ - Pixperience has shown that the very poorest do not join Co-operative 
Societies, in particnlar such as do not have a permanent place of residence 
or a jSsed income. Co-operation has achieved its greatest success amongst 
the moderately poor. Professor Alfred hfarshall (Industry and Trade; 
Bk. H, Ch. VII) points oat that selling for cash left the improvident 
customer to the old-fashioned shopkeepers. A writer in * Better Business ’ 
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Tvitliout •w'liicli there can be no successful co-operation is the 
conunon need of some economic advantage. If any perma¬ 
nent good is to result, this need must be hilly realised by all 
concerned.^ The mere existence of a common need affords 
a field for co-operative effort, but little will be achieved 
without the growth and development of a real co-operative 
spirit. As the American Commission put it: the key to 
the success of the co-operative method of doing farm business 
is to develop the co-operative spirit; that is, the willingness 
and desire to sink in^vidual opinions and interests to such 
an extent that a group of men can work together for common 
interests. IVhen this spirit is developed to a high degree it 
means a sort of loyalty and patriotism that leads men even 
to sacrifices, if necessary. Clearly there is in Europe such a 
thing as the co-operative spirit, co-operation cannot long 
exist without it.^ 

Given in any area a common need, a realisation of 
this need and a willingness to seek for it by joint action, 
the only method of setting to work that holds out any 
promise of success, is that known as co-operation. Co¬ 
operation is an organisation or method of doing business. 
It is not really anything more than a form, a skeleton frame¬ 
work on to which those in need can build to their desire. 
But there are many to whom it means much more than this, 
for it so happens that the essentials to success are largely 
elements of character of high value. The fact that human 
beings meet together on equal terms to combine for the satis¬ 
faction of a common need affords opportunity for the devel¬ 
opment of an unselfish spirit which leads to higher things 
than material advantage, so that, to many, co-operation 
is a faith. This does not mean that it is essentially 

points out that the agricultural labourer has been loo poor to organise 
co-operative stores. In In^a, too, it seems to be realised that there are a 
considerable number oi people who appear to bo too hopelessly sunk in 
poverty and debt to be saved by co-operation alone. 

^CJ. .Vogt, p. 235. Co-operation appears and continnes uhere the 
farmers have a marked consciousness oi a common interest in the accom¬ 
plishment of one definite purpose.... Before organisation can become a 
larger factor in the general fanning areas, the people must become conscious 
of the advantage of such organisation. 

* American Commission. Observations, Part I, p. 9. Cf. Levy; 
Large and Small Holdings, p. 198. ‘If the co-operative system is to 
flonrish, it presupposes a co-operative spirit; that is to say a certain 
brotherliness, possibly even some sentimentality, of disposition. In little 
village commiinitiesi with old-established and traditionally respected 
meinbers, families which have held together, in spite no doubt of many 
familv quarrels, for hundreds of years, the ground is prepared for co-opera¬ 
tive action.’ 
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axLythmg moie than a serious biMiness undertaking, but it 
possesses the peculiar feature that it brings soM gains to 
those who are unselfish enough to work for the good of all, 
themseh es included ^ By its means the finer elements in 
human character can be mobilised to secure economic 
benefits and so these elements are encouraged and de'v eloped 
Far from gettmg the better of his fellow members the object 
of each is to help the others m the firm bebef that a® they 
wiU in turn help him his need will the more certainly be 
satisfied It is a mistake to lay too strong stress on the 
moral aspect of the mo\ement m its early stages, this will 
ine\ itablv dei elop latei as success m the economic sphere is 
attained ^ 

The in«iistence on equahty uithm the societv seems 
to ha\e originally been due to resentment against the 
inequalities of rich and poor but it is only logical tbit as 
it is a common need tbat foims the union this need shoiJd 
determine the status of each member within the societv 
hate\ er their position outside thev axe aU lackmg some 
thmg thev desire and if there be any difference admissible, 
it is in the intensity of their want of the common object 
This difference maj render desirable an allotment of votmg 
power on the basis of the use which the members make of 
their society but it is otherwise an mvaxiable rule that each 
member should bai e one i ote and no more In no case could 
there be a difference based on capital contributed 

The essence of co operation is that each shall work 
for all and all '^hall work for each m the attainment of 
their common need it is thus not unnatural that each in 
doing his share of this baream should desire some assurance 
that all will equally do theirs to meet this the members 
must agree to bmd themselves by a formal contract Co 
operation is a busmess o’’gani‘«ation and business principles 
demand tbat there should be a business like contract drawn 
up and subscribed to bv all who are gomg to participate 
The association must be put on to a formal basis, and as the 
bucceas of the enterprise depends on the loyalty with which 
each one of the members works for the achievement of the 
object and for stem adherence to the contract there must be 


» And not esclnded as m charitable cHort 
The Comuuttee on Co operation laid considerable stre’is on the 
moral element The object of co operation is tl e satisfaction of some 
common need 'which all desire Evpenence shorv<« that this cannot he 
accomplished «ucce«sifallv ^nthont a strong moral bacLing co that people 
learn that good morals help to '^eenre material progress 
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freedom to choose with whom they will associate, and 
freedom to correct the choice or to ti ithdraw. Each member 
must be able to express his opinion,on the advisability of 
admitting others, so that admission depends on popular 
election : he must be able to give effect to any alteration of 
opinion as to the fitness of another to perform his share, so 
that expulsion by popular vote must be provided for: he 
must be given the* opportunity of withdrawing, if he finds 
that he himself can no longer loj'ally work with others. 
Under no other circumstances could the motto “ Each for 
all, and all for each ” be worked up to. 

This insistence on the voluntary principle appears to 
conflict with certain practical examples. In one part 
of, Burma, it was a rule that anyone who desired to join 
a credit society, should also join the cattle insurance societ}' 
in the same village. This, however, was more prudence 
than compulsion, as, if a man borrowed to buy cattle, his 
fellows reasonably insisted on his taking an obvious precau¬ 
tion against sudden loss. The insurance made the loan 
more certain of recovery and so there was nothing unco¬ 
operative in the rule. In certain provinces of Belgium, 
sir. Strickland foTmd compulsory cattle insurance imposed 
by the provincial governments. Some other instances are 
worth noting as they show, not so much disregard of an 
important co-operative principle, as appreciation of the 
importance of poor people co-operating. In Tunis, all 
native agriculturists are obliged to belong to the thrift 
societies.^ In what is now Bulgaria, the law compelled 
the farmers to join banks established for them in the 
principal cities of each district.^ In French West Africa, 
the Governor-General has power, in the districts where 
this measure is deemed desirable, to compel farmers or 
breeders to join societies. In that case, the contribu¬ 
tions of the members are collected in the same way 
as the taxes. In South Afcica (1924) a clause has been 
inserted providing that, if 75 per cent, of the producers 
of any kind of agricultural produce who also produce 
75 per cent, of such products in a given district, 
area or province and are members of a recognised 
Co-operative Society, agree to the collective sale of their 


»International Review, Febmary 1917, p. 25. 

® Herrick, p. 429. Cf. Modem .Japan by VF. M. McGovern, pp. 235-36. 
Under government auspices, farmers’ gtdlds were_ established, which 
broai»ht about mntnal aid, the development of scientific agricnlture...... 

and ‘common purchase and credit. Eventnally membership in these 
guilds was made compulsory on all farmers. 

0, OSA 2 
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said products, each groviex of such, product in 'such area will 
in future he legally hound to sell it only through the 
said collective selling agency, quite irrespective of the fact 
whether or not he belongs to the said Co operative Society 
Russia tried compulsion from 1919 to 1923, hut appears now 
to have changed this pohcy There is a tendency towards 
compulsion to join cattle insurance societies in Amenca, 
and hail insurance is apt to become a function of the local 
goierning body in consequence of the small sums to he 
collected and the widespread nature of the undertaking 
It would, perhaps, ho better to regard these as sociahstio 
rather than as co operative enterprises There is much 
the same excuse for fosteimg compulsory co operation in 
backward tracts as there is for intioducmg compulsory 
education The end becomes so desirable that the means 
appears to become less important Compiilsorv co opera¬ 
tion, wisely conducted is compulsory adult education in 
business methods Comptdsoiy thrift is generally admitted 
to be beneficial The result, however, can never be the 
same as voluntary co operation Voluntary membership 
not only strengthens indi-vidual responsibihty, but it 
differentiates co operation from State schemes of social 
leform ^ 

It has been explained abo-^e that it is a reah&ation 
of a common need that brings people into the association, 
they enter to get something for themsehes, and it is the 
object of the society to secure this for them The society 
exists for the members, and not for anybody else Special 
sigmficance, therefore, attaches to the words " of their 
members ” which are found m most Arts deahng v ith Co¬ 
operative Societies In some provinces, the management 
IS apt to fall into the hands of honorary workers who act 
more from feehngs of chanty towards their neighbours than 
from any desire to tram them to dispense with them 
gmdance and help If a business is such that it cannot 
be limited to its members, it cannot be truly co operative ^ 
Thus, it would be almost impossible for a railway or 
large canal to be purely co operative It must be clearly 
understood that those who associate together, do so 
for the advantage of themselves, and not for that of 
others, to reconcile tins with the principle of unsel¬ 
fishness, there has come to he recogmsed another pnnciple 
Co operation is open to all, there can he no arhitrarj 


* Of Rural Feconstracboa in Ireland, p 54 
" Cf Co operation in Finland, p 12 
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limit to the number of members. This is an obvious 
corollary from the fact that the common bond is the com¬ 
mon need, the object is the common good, therefore those 
■svho join, must do so in no selfish spirit ; they must be 
prepared to admit all who have the same need, and who are 
ready to subscribe to the common contract.^ 

As the members join to secure something they all need, 
the advantage to be gained is the satisfaction of this need ; 
if the need of one is greater than that of another, he will 
derive the greater advantage. That other must not seek to 
balance the account by seeking some gain that is not in the 
contract. Ulore especialh’- is it necessary that he does not 
seek to gain advantage at the expense of his fellow with the 
greater need. The chief danger, and almost the universal 
one. to be .avoided is that he, with more capital, should gain 
from the need of him with less. Co-operation recognises 
that capital is entitled to a fair interest; but it refuse.s io 
admit anj'’ other right attaching to its possession or claimed 
by its owner, and more especially the claim to a controlling 
voice in the enteiprise. If from the activities of the associa¬ 
tion there results any divisible surplus, this miist be divided 
amongst those from whom it has been derived in proportion 
to their contribution to it. As a matter of ordinary business 
caution, it is usual to allow for contingencies that may not 
happen : goods are sold for more than the actual cost price; 
interest may be charged at a higher rate than is necessary to 
cover expense.^ ; the producer may be given less than his 
crop has brought: in all these cases, the resulting surplus is 
not regarded as ordinary business profit but as an overcharge 
which belongs to those from whom it has been derived and 
to whom it should be returned. 

People, nowadays, have grown so accustomed to 
the capitalistic form of organisation that they experience 
difficulty in freeing themselves from some of the ideas 
associated with that form when dealing with eo-operation, 
which is not a modification of capitalism but an .alternative 
to it. Questions of profits, control, voting power, transfer 
of interest, rights of members and dealings with non-members, 
etc-, are dealt with from a point of view quite different from 

* The great force which drew the faithful to come past many brilliant 
shops to a liutublc store, was the faith that competition should give avay 

to co-operation. It meant that the movement was one bj’ the weak to 

help the weak, that a newcomer was to he welcomed, because ho wanted 
help; and not, according to the joint-stock company rule, in proportion 
to tho capital which ho contributed; Marshall, Industry and Trade, 
Bk. II, Ch. VH. 




20 


•VTHAT IS C0-0PEKATI02r ? 


that under the capitalist system. Thus co-opeiation is the 
form of organisation most suitable for small people and small 
enterprises. In agriculture, it appears to he the only form 
that is of practical value, for most cultivators are men of 
limited means, and from the nature of their calling, are 
unable to combine their efEorts in the factory system. They 
cannot collect their raw materials and their capital inside a 
mill, they cannot adopt the established methods of mass 
production, they cannot carry specialisation so far as the 
manufacturer and they cannot reduce costs by the methods 
familiar to hun. At the same time, it is recognised that 
organisation is the key to success and to be successful agri¬ 
culture must be organised. Accordingly it is found that, in 
practically every civilised country, governments are endea¬ 
vouring to promote co-operation. Agriculture is still not 
only the most essential but the most important and the 
biggest single industry in every country except England, 
where it has only recently lost its premier place. The war 
drew attention to its position as the paramount factor in the 
life of any people, and it is not exaggerating to say that 
co-operation is now recognised as necessa:^* if any country is 
to get the best out of its land. It is regarded as the 
panacea for most rural ills, and throughout the civilised 
world it is being strenuously advocated at the expense of the 
State. 

Co-operation differs from its rival, capitalism, in that 
it promotes peace and not strife, unselfishness and not 
self-seeking. Both are forms of economic organisation; 
but with the great body of European co-operators, especially 
among the leaders, co-operation means something more 
than a device for enabling a farmer to save or to make more 
money. Many of its most ardent apostles look upon it as a 
sort of social reform, indeed, in some cases, as a religion. 
They consider it not only as an economic, but also as a moral, 
movement. And there is little doubt that many helpers are 
attracted by the evidence they see on every hand of social 
improvement wherever co-operation has obtained a firm foot¬ 
hold. It seems impossible to study the progress of the 
movement in any country in the world without being 
impressed by the great moral gain accompauyiug the spread 
of these societies for self-help through mutual help. But 
the American Commission ^oke wisely when they said that 
co-operation should he entered upon at the outset, because 
it promises to be a more profitable way of doing business 
than the old way of every man for hirngplf. Co-operation 
is more than this, but to be successful it must be built on a 
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business, and not on a sentimental, basis. The sentiment 
■will come later and will help -to maintain the co-operative 
scheme.^ But .sentiment ■wUl ruin co-operation if allowed 
to dominate the business aspect. 

It may be advisable to sum up here the result of the 
above discussion. Co-operation is an alternative form 
of organisation to capitelism; it is specially suitable to 
people who have no capital sufficient for the full satisfaction 
of their needs on a joint-stock basis ; it is essential to the 
best progress of agriculture, so much so that it is practically 
impossible for a country of small holdings to achieve pros¬ 
perity without it. The mere fact that the Indian country¬ 
side is studded with money-lenders anxious to afford credit 
to the cultivators for all purposes, productive or unproduc¬ 
tive, blinds many to the absence in the same area of sound 
banldng facilities. The needs of the small cultivator of from 
three to eight acres cannot be met by the Joint-Stock Banks 
directly and the only sound method of pro^dding sound 
credit facilities is the co-operative. 

The absolutely necessary principles are that people 
should agree to associate voluntarily on terms of equa¬ 
lity in order to secure the satisfaction of some common 
need. Human beings, and not capitalists, bind them¬ 
selves together to “ work each for all, and all for each.” 
From these premises there follow a series of subsidiary 
principles in a perfectly logical manner, but to the ordinary 
mind, biassed by daily experience of capitalism, it is some¬ 
times difficult to follow this logical sequence. In conse¬ 
quence, there is aj)t to be doubt as to the amount of support 
that should be accorded to the propagation of the movement. 
Briefly, an agricultural state cannot progress without it, 
and it is for the government to decide whether they desire 
prosperity or not. If there be any who dispute the above 
assertions, they may well be asked, in ■view of the voluminous 
evidence in support, to produce some alternative method of 
making a country of small holders prospero-us. 

Fmrthermore, it is the experience of everj^ country 
that has any experience to record, that co-operation stands 
out for moral uplift, for honesty and for the homely virtues 
that count for so much in the daily lives of the people’. It 
possesses the peculiar faculty of making ■virtue pay. All 
human beings are continually- .striving after the satis*faction 
of some materal need. Co-operation holds out the pro.spect 


American Commission. Observations, Part I, p. 22. 
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of succc:3s in tills efEort, provided the persons concerned 
possess certain moral qualifications. Without these, failure 
is inevitable. Through co-operation morality i.s taken out 
of the copy book maxim and placed in the forefront of human 
action as absolutely essential to success in the most ordinary 
afiairs of life. Moreover, the morals of an individual cease 
to be a purely private matter for his own conscience, they 
become of importance to the whole co mmu nity to which he 
belongs. 



CO-OPERATION AND ITS 
ALTERNATIVES. 

There are manv people who hold the opinion that 
co-operation is not only a snare and a delusion to the poor, 
but that it actually perpetuates the dominant position of 
capital by turning the poor into small capitalists. There 
was a time when socialists struggled to hinder the spread of 
the_ movement, and it is only very recently that Trades 
Unions have come to terms with it. The main line of cleavage 
follows the position allotted to capital. Co-operation differs 
from Socialism in being essentially individualistic. It stands 
out for the freedom of the individual, who is encouraged not 
to abolish private property and capital, but to acquire some 
for himself, to improve his economic position by working 
under his own control, and to take the managenient of his 
own affairs into his own hands. It is true that in different 
counties different methods are adopted to induce individuals 
to join Co-operative Societies ; in some French colonies, there 
is something that can hardly escape being called compulsion ; 
in Japan, there is a tendency to confine State aid to Co¬ 
operative Societies that has much the same effect; but thi.s 
pressure is designed to impel individuals to undertake the 
task of working for their own uplift, instead of leaving too 
much to a kind Providence or a far-seeing government. 
Self-help is the watchword. Even a State-stimulated Co¬ 
operative Society strongly resists any suggestion of inter¬ 
ference from government in the management of its internal 
affairs. It seeks to become self-sufficing and independent, 
even though it be prepared to accept government aid when 
all other sources fail. Essentially it is based upon voluntary 
association and voluntary aid, and so differs from both 
Socialism and Communism. Inasmuch as co-operation 
tends to bring contentment and relieve economic distress, it 
clears away the material on which Socialists rely to create 
that resentment against the present system which is deemed 
necessary to induce people to accept their ideas. Co-opera¬ 
tion seeks to make the best of the existing economic system 
by removing the more glaring evils of capitalism. As 
Prof. Gide points out, unlike socialism it'takes its stand 
on, and works within, the existing economic framework : 
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jt la alrea dv carmng into practic® some of the most important 
de ideraua of'socialism and itashrmging about an immediate 
and veij- real amelioration m tie conditions of those Trio 
practise it Co opera'^ve associations ann not at 

doing a^ray -with capital hni» at depnvmg it of its prepon 
derant role of manaoement in production a« also of the 
■^bn e it levies m tie form of profit The 'uppres^ion of 
profit in all its forms vas the es'^ential point in Oven «! «rrstein 
Bv making capital instead of the profit taker a mere vic.ge 
(ini-ere-t) earner the co operatire «rrstem is neither more 
n or l«“^s than a social revolution ^ It is in no sense an enemy 
of private capital "Where it is not po 'uble to obtam com 
pletp contr-ol of capita^ co operators agree to a svstem of 
profit-sharmg -vrierebT after capital has received a fair 
interest the xemaitung profits are divided amongst the 
capitahet and he TvonLers on a ba=is p'^enously agreed 
upon- In some ea'^es the Tvorkers are admitted to a “hare 
of the controL and vhat is known as co partnership results 
If in ‘mch a ca^e the ^ oi"ker» could secure com.pletf' control 
of capita’ and management there is co operati\ e production 
Thus CO parfuerehip la regarded as a haK way hou'e towards 
CO operatit e production and 'O exci es no ennutv amongst 
CO operators With Trades Umomsts however the po ition 
30 different the\ are apt to look asl ance at all profit-sharmg 
schemes on the grounds that these Ij make woikers into 
capitalists (2) discourage them from joinmg unions by 
making them contented ivith thenr lot and (3) induce workers 
o work harder improve their efficiency and gam more 
profits 2 

Prof- -Ufeed 3Iar hall* quotes ?n extreme instance 
of his suq)icion of CO partnership in vhich m response 
to th" question Is there any objec ion to profit sharmg 
and collective partnership with the men not collectively 
as a union but individually ® It was rephed Tes 
for every man so smgled out is spmtnally transferred from the 
side of labour to the side of capital His concern is no longer 
to abolish the wage system for himself his fellows and the 
nation at large but to obtain all the profit he can extract 
from it 

Thus co partnership is a system whereby all those 
**ngaged share m the profit capital control and respon 
sibility according to an agreement am\ed at beforehand 
G de PoLt cal Economv pp 49’>-49i 
Oj Bettor Btuine-o lay r 2o0 
IndnstTV and Trade pp Boo 8 6 
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Tins means peace and not strife. Trades Unionism adopts 
an attitude of antagonism towards capital that prevents it 
from coming to any terms of a lasting nature with it. As 
Ilolyoakc exprossod it, it accepts the mastership of employers 
and the permanent dependence of workmen, while co-opera¬ 
tion seeks to supersede employers as a separate class and to 
establish the independence of labour. 

The distinctive features of co-operative work are that 
(1) the members of the co-operative group arc associated 
by their own free choice j they determine for themselves 
of how many persons and of what persons that group shall 
consist; (2) those associated select from amongst themselves 
their own leaders, whom they can also remove; and (3) 
they arrange the division of the collective wage.? between the 
members of the group in such manner as may be mutually 
agreed upon between them as being equitable.^ Those 
three features arc found in Trades Union.s. but while co¬ 
operative workers divide all the collective receipt.'*, the 
modern Trades Unionist insists on a fnll trade union wage 
and may loav'c any surplus to the foreman contractor." 
Trades Unions base their claims on a wages system, co- 
operators would have no wages, but would divide all receipts 
(labour-income and jwofits) amongst the workers. To put it 
briefly, so long as there arc employers and employed, the 
latter mu.st recciv'e a certain remuneration fi.ved beforehand, 
known as wages; where the worker.'* arc their own em¬ 
ployers, the remuneration consi.sts of an uncertain sum 
which can only be detennined when the result of the 
enterprise is known. 

Co-operation is. above everything else, a principle 
of peace, and it lias for long been oJit of sjonpathy with 
trades unionism inasmuch as it does not regard the latter 
as c.sscntial to its own ."cheme. It is a business organisation, 
working on business lines and keeping accounts which 
prev'cnt its followers from asking for too much. It has thus 
been possible for a Trades Union of employees of Co¬ 
operative Societies to come into conflict udth its co-operative 
employers. And the latter have found considerable diffi¬ 
culty in deciding upon the policy they should adopt 
towards their wage earners. 

In actual practice, there is very little conflict between 
the adherents of the two policies. "Workers who woTild 

* Sohlo'’3 : 3rctbo(Is of TndniMal Itcmiincmtion, p. J3o. 

> /did., p. 236. 
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not thmk of joining in a society for co-oporative production, 
freely join co-operative stores ; and a very large proportion 
of members of Trades Unions in England are actually members 
of these stores. An agreement for mutual support has been 
arrived at in Great Britam which is causing some anxiety to 
co-operators of the old school. It involves the formation 
of a Labour and Co-operative Political Alliance whose 
objects are: to correlate and co-ordinate the forces- and 
activities of the Labour and Co-operative movements in 
respect to representation in Parliament and on all local 
and administrative bodies, and to sustain and support one 
another in their respective and combined efforts to set up 
the new social order, and with the ultimate object of the 
establishment of a Co-operative commonwealth. The 
alliance would consist of the organisations affiliated to the 
Labour Party, the Trades Union Congress and the Co-opera¬ 
tive Party.^ Such an agreement, it would seem, could 
hardly last without entailing the abandonment of some of 
the ideals of co-operators. Co-operation is not a political 
movement; it does not seek to gain its ends by political 
means. It works by persuasion, by placing within the reach 
of non-menibers advantages which they cannot enjoy except 
by becoming members. Trades Unionism works by compul¬ 
sion, almost it has been said, for compulsory State-enforced 
co-operation. Co-operation stands for self-help, for private 
enterprise and for the greatest extension of private property. 
It stands or falls on its merits, unaided by compvdsion or 
State coercion ; each member is free to leave the movement 
on the day he no longer desires to co-operatc. Trades 
Unionism, is tending towards collectivism or nationalisation 
of xmblic interests. Co-operation is a spontaneous associa¬ 
tion on the basis of common interests. It is a business and 
not a political organisation and it stands or’ falls on its 
business efficiency. The limits to its expansion are fixed by 
its own success in competition with its rivals. Co-operation 
can only persist where its members gain something more 
than they could gain without it. 

In the above discussion, the comparison has been 
almost confined to the industrial sphere, because it is in 
that sphere that there has been any clash of principles. 
In agriculture, it would seem to be without a serious rival 
where holdings are too small to permit of capitalist manage¬ 
ment. 


^Times' Report. Socialists, also, have now withdrawn their opposi¬ 
tion and advise their adherents to join Co-opera-tivc Societies (Gide). 



THE OBJECTS OF A CO-OPERATIVE 
SOCIETY. 

Tni: principles of Co-operation, it lins been shown, 
are verj* simple. "When, however, attention is turned to 
tlie npp'licntion.s of these principles to practical problems, 
whatever intricacies and technicalities are involved in 
these problem.s fall to the co-operator to be solved. Co¬ 
operation. it is claimed, is the only form of organisation 
from which the poor can derive lasting advantage ; therefore 
unless it can be of use in arriving at a solution of the troubles 
from which the poor sulTer, it is after all but a sorry remedy 
for their distress. ,Similarly, it is claimed that co-operation 
is the only fonn of organisation open to agriculturists, and i.s 
essential if the culfivatons are to get the best out of their 
holdings ; unless, then, it can be of use in .solving the ills 
of rural life, it can hardlj* lay claim to the loyalty of the 
farmers. It is one or other of the economic interests of the 
members that must form the object of a society; the.se 
economic interests vnrj’ widely; they include all tlie legiti¬ 
mate activities of the agricultural class; if the Kogistiar 
were merely a registering officer, ns in England, he would 
have little to do beyond seeing that the by-laws were in 
accordance with the law and that the law was not infringed. 
In fact, in India, ho, whether a Government official or an 
honorary worker, has been made the foundation of the 
movement; so that to him falLs the duty of studying all 
possible objects, and of deciding which to encourage and 
which to postpone to a more favourable occnsioii. The 
main duly of tlie Registrar and his stall is to study the 
economic interests of the class from which members are 
drawn and to devise measures, on co-oporntivc lines, v.'hereby 
these interests can. be promoted. He is becoming more 
and more the head of a great educative movement 
wherein the people are taught how to get rid of their 
troubles and improve their lives by their own united 
efforts. 

The fact that the objects of a society must be the 
promotion, in one way or another, of the economic interests 
of the people who are prepared to co-operate, involvc.s 
the close study of economics. In so far as the movement 
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IS concerned ■with the rural classes, the co operative depart 
ment becomes one of applied practical rural economics, 
and all concerned must become masters of this very 
intricate art To express it in more popular language, 
CO operation is a means whereby the prosperity of the 
mass of the people can be unproved Before, however, 
the general prosperity can be raised, canses of the present 
low standard must be discovered and for every cause there 
must be found a remedv 

There are two, and only two ways, by which the 
wealth of a people can be increased Some persons talk 
as if they knew of other methods, and would disclose 
these if voters would trust them, but the only ways, 
known to man, are to increase production and to decrease 
consumption If wealth is to mcrease, production must 
exceed consumption Thus the material position of a 
people can be increased by one or more of tbe following 
methods — 

(а) teaching the producers to produce more from 

their present industry, by scientific methods, 
improved implanents, better seed, new crops 
etc , 

(б) teaching the producers to produce wealth in 

the hours during which they are at present 
idle e g , sericulture, or cottage industries for 
cultivators in the slack season, 

(c) increasing the number of producers by reduc 

ipg the number of those who at present add 
nothing to the wealth of the country, e g, 
reduce the numhra: of unnecessary middle men, 
distributors, etc , 

(d) decreasing general sources of waste, such as 

needlessly high prices of commodities 
excessive cattle mortabty, pieventible sickness 
and inefficiency of the workers, low standard 
of labour, excessive costs of marketing etc , 

(e) decreasmg special sources of waste, such as 

litigation, scattered fields, damage by insects, 
etc , 

(f) substitutmg a productive for a wasteful use 

of the factors of wealth, e g , turmng mto 
productive channels the trained intelligence 
now devoted to the law, or the money now 
hidden away m hoards 
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TJlis does not claim to be an exhaustive list of the 
methods of increasing the wealth of a country,^ but it 
will suffice to indicate the lines along which the objects 
of Co-operative Societies may be classified. It would be 
an easy task to re-arrange them under the heads of land, 
labour,. capital and enterprise: but these are factors in 
the production of wealth, and, in India, waste, or non¬ 
production, is almost ns big a source of poverty as the 
low standard of production. 

Of all the possible objects open to a society, it is 
necessary to decide which shall be included in the by-laws; 
for a society’ is bound by its objects, it cannot legally incur 
any obligation not directly connected with the furtherance 
of these objects. “ A society cannot have any other object 
than those specified in the by-laws, nor can its specific 
purposes be other than those in the Act. and the funds cannot 
be applied to other purposes than those expressed in the 
rules.’’- It is therefore of importance that the objects for 
which a society is being form’d should be clearly, definitely 
and o.vhaustivciy set forth in the by-laws, that have to be 
apiirovcd before registration can bo effected. Any act 
which is beyond the objects thus specified is %(Ura vires and 
void, and, if performed by the Committee or any offioe- 
bearer, is not binding on’the members. If thereby any 
loss is incurred, the official responsible is personally liable. 

The importance of this rests in the common experi¬ 
ence that, when a Co-operative Society has been started, 
it' is often desired to use the organisation for purposes not 
contemplated when it was registered. The members are 
then faced "with the alternative of altering their by-laws or 
starting a new society to meet the new need. To avoid the 
former, it is customary, in some countries, to enter in the 
by-laws a number of objects, even though, at the commence¬ 
ment, it is not intended to embark on more than one. This 
has led to a long controversy concerning combination of 
objects, about which something must be said. In England, 
societies registered under the Friendly Societies Act arc not 
corporate bodies and have not got limited liability: they 
can deal in credit, but not in supply. It is held, with good 


> This must not bo confused with the -ncnlth of the individual. A 
farmer wants not more produce but more pro£ts, and ho may get higher 
profits by decro.isiug the costs of production, obtaining a higher price for 
his grain, oto., without increasing the gross j'iold. Co-operation may thus 
confer great benefit upon farmers without any increase in production. 

“ Follcr: The Law Relating to Friendly Societies, 3rd Edn., p. 38. 
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reason, that a society, ■vrhicli pses tlie money of other people, 
should not he allowed to impose a limit to the liability of its 
members that would be l^ely to involve the depositors 
in loss.^ Further, there is a deep-rooted objection to allowing 
a banking business and a trading business in the same place; 
the Chief Begistrar has always opposed it, and an attempt 
to legalise it by the Thrift and Credit Bill proved abortive. 
The discussion is somewhat involved with the question of 
State aid; generally it seems that the combination of credit 
with the provision of actual farm requirements is free from 
objection, but it is not considered permissible for State- 
aided propaganda to be directed to the formation of societies 
for the supply of ordinary houscMd requiremeuts. Apart 
from this, it is considered that the combination of credit 
and trading in the same society would lead to the Com¬ 
mittee as traders borrowing from themselves as bankers. 
Moreover the important principle of selling only for cash 
and never for credit would be difficult to maintain w'-hen the 
member could borrow from one branch and pay into .the 
other. The credit branch may press supply in order to 
induce members to borrow more, while the supply side maj- 
ask for easier terms of credit in order that members maj'- 
purchase more. Theoretically it seems to be agreed tliat, 
in small societies, it is better that supply and credit should be 
combined when there is not on either side enough work to 
justify a separate organisation. In Ireland, Sir Horace 
Plunkett pleaded for power to combine both objects in one 
organisation on the giound that the credit work alone did 
not yield enough profit to pay for necessary establishment. 
But the Agricultural Organisation Society (Ireland), in their 
Beport for 1923, wrote: “ Experience seems to he showing 
that the best form of co-operative organisation is organi¬ 
sation per commodity rather than area organisation 
dealing with all commodities. Organisation seems to 
work most smoothly where there are societies covering 
a county, or a considerable part of a county, for each 
distinctive branch of work, such, as purchase of require¬ 
ments and sale of grain, dairying, cattle auction marts, 
wool, eggs and poultry, and fruit and vegetable auctions.” 
The Chief Registrar of Friendly Societies (England), in 
his Beport for the years 1918-20, wrote: “ An interesting 
feature of fanners’ societies (in the U. K.) is the extent 
to which they are developing the sales of groceries, draperies 
and other produce, as an addition to agricultural requisites. 
This feature of co-operation is most evident in IVelsh societies. 
Some such societies deal with the Co-operative MTiolesale 
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Society, and there is little to distingmsh them from ordinary 
distributive stores.” The British Ministry of Agriculture in 
its leaflets on the Agricultural Credits Act (1923) recommends 
founding a Credit society side by side with a Supply society 
and making book debits where needed. Outside England, 
the general rule is to permit the supply of farm requisites. 
It is more rare to find a combination ot credit and the general 
store. Herrick says that the general belief is that at the 
beginning, when the credit associations are W'eak and few in 
number, they should combine the purchasing of supplies 
and the distribution of products urith the banking business, 
and that after co-operation has become firmly established 
in a locality, the credit associations should leave trading 
and industrial pursuits to other co-operative associations 
specially organised therefor, but so grouped around and 
identified with it that it may attend to their financial transac¬ 
tions.^ Besides granting credit to members and receiving 
deposits, the Eaiffeiaen societies may undertake the purchase 
in common of farm supplies, machinery and breeding animals 
to be used in common, the sale in common of farm produce, 
and the purchase of tracts of land to be re-sold to members. 
The purchases do not include groceries or household neces- 
sities.2 In Austria, credit societies buy machines for sale 
or rent, keep breeding cattle, or undertake to sell supplies of 
members or maintain warehouses for the storage thereof.® 
In Belgium, collective purchasing is a common practice 
with the local credit societies.’^ In Spain many of the credit 
societies, besides doing a loan and savings business, supply 
their members on credit uith seed, fertilisers and other 
requirements for agricultural work and the raising of live 


^ Bural Credits, p. 302. 

- Ihii., p. 289. 

» Ihii., p. 376. 

* Ibid., p. 386. Mr. Strickland, however, writes; 1 think Belgian 
credit societies seldom do pnrrhBso; the purchasing body is either a 
separate Co-operative Society, or it is a section of the Boerengild (Farmers’ 
Union) which is a professional association and not a co-operative 
society. 

Mr. Darling in Chapter I of his report says : For business putposes 
separate societies are doubtless an advantage, but in small villages they are 
difScult to organise, and eertaiiily more expensive to run. Opinion is in 
fact agreed that, in the small village, it is impossible to keep banking and 
trading apart. In Bavaria and in the province of Saxony, this principle is 
carried so far that few separate supply societies exist there at all. In 
Bavaria, it is the expressed aim of the lai-gest local federation that when a 
competent loc.al committee is available, the village bank should do eveij-- 
thing. Some even run elevators. 
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stocks. It is not yet certain "whetlier the alliance will 
prove permanent. The attempt to send to Parliament 
special co-operator members seems for the time being to 
have proved a failure. The whole idea of co-operation 
is opposed to strikes or strife, and the compulsory element 
in Trades Unionism is incompatible with the individualism 
of its new ally. 

From the above it will be seen that while a society 
may have one object, the organisation may be put to quite 
a difEerent use, which may or may not be compatible with 
the original object.^ The stated objects of a society may 
similarly be very different from the advantages which the 
promoters hope will accrue from it. The main basis for the 
enthusiasm which co-operation gives rise to rests in the in¬ 
direct results. Gide, for instance, writes :—^AU co-operative 
associations possess considerable value; they teach their 
members not to sacrifice any part of their individuality or 
their spirit of enterprise, but to develop their energies by 
helping others while helping thmnselves; to place the end of 
economic activity in the satisfaction of wants, not in the 
pursuit of gain; to raise the moral level by doing away 
with advertisement, fraud, the adulteration of food; to 
abolish all the methods by which men exploit their fellow 
men, and all causes of conflict.^ 

It is this educational and moral value of the move¬ 
ment that attracts the patriotic and the public-spirited. 
Co-operation not only develops the latent business capa- 
■city of farmers, it produces leaders, it encourages the growth 
of the social virtues; honesly and loyalty become impera¬ 
tive ; the prospect of a better life obtainable by concerted 
effort is opened up; the individual realises that there is 
something more to be sought than mere material gain for 
himseH. Co-operation instils into men’s breasts ideas of 
hope and progress and revolutionises their outlook on life. 
‘When, however, the question is one of defining the objects 
of a society, it is advisable to exclude political and religious 
ends which may lead to misuse, and to concentrate on one 
or more of the many factors that lead to increase of wealth 
or on the removal of one or more of the many defects that 
lead to poverty.' The objects of a society should be to give 
effect to the teachings of economics. 


^ In Egypt, it is reported that CJo-operatwe Societies were used by the 
extremist party for their political ends pnd then dropped when the pofitical 
purpose had been served; the result was the failure of manj societies. 

® Political Economy, p. 496. 
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In order to complete tMs chapter it is necessary to 
reproduce the definitions in the Bombay Act (VII of 1&25) 
which reflect the classification there adopted:— 

(1) A “Eesource Society” means a society formed 
with the object of obtaining for its members the credit, 
goods or services requir.ed by them ; 

(2) A “ Producers’ Society ” means a society formed 
with the object of producing and disposing of goods as 
the collective property of its members and includes a society 
formed with the object of the collective disposal of the labour 
of the members of such society ; 

(3) A “ Consumers’ Society ” means a society formed 
with the object of obtaining and distributing goods to or 
of performing services for its members, as well as to other 
consumers and of dividing among its members and customers 
in a proportion prescribed by the rules or by the by-laws 
of such society the profits accruing from such supply and 
distribution; 

(4) A “ Housing Society ” means a society formed 
with the object of providing its members with dwelling 
houses on conditions to be determined by its by-laws; 

(6) A “ General Society ” means a society not falling 
under any of the fom: classes above mentioned. 

The Begistiar shall classify all societies under one 
or other of the above heads and his decision shall be final. 

A Society formed with the object of facilitating the 
operations of any one of the above classes of societies shall 
be classified ns a society of that class. 
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For some reason or otter, there seems to be more 
nnnecessaiy controversy over the question of liability of 
members of co-operative societies than over any other. 
The undoubted benefits of retaining unlimited liabilily 
in small rural credit societies are so marked that an impression 
has gained ground that unlimited liability was deliberately 
adopted in order to secure those benefits; while on the other 
hand, this principle is regarded as a stumbling block to the 
spread of co-operative credit in such countries as England 
and America. As an instance of the first, there* may be 
quoted Mi. Wolfi’s remarkable statement that “ Raifieisen 
adopted unlimited liability in order that societies should 
stand on no etiquette wdth candidates, consider well whether 
such were eligible and unsparingly supervise them.”^ The 
simple fact is that when Raiffeisen founded his first societies, 
there was no privilege of limited liability accorded by the 
law. Of the second view there may be quoted, as on instance, 
Professor Carver’s opinion that in the United States the 
principle of unlimited liability would absolutely prevent 
its being even seriously considered by fairly prosperous 
property-owning farmers.^ It so happens that unlimited 
liability is the ordinary rule of business and of many social 
institutions, and is only replaced by limited liability under 
special conations and under special regulations. In actoal 
practice, under wise restrictions, it possesses no serious 
dangers. As the late Professor Alfred Marshall pointed 
out, the term Joint-Stock Company in early times meant 
little more than association of a few members of the same 
family, or a few neighbours having intimate knowledge 
of one another, who united their resources, or parts of them, 
for some venture. As a rule the venture was one which 
required a larger capital than any one of them possessed 


I Co-operation in India, p. 63. See Fay, Co-operation at Homo 
and Abroad, p. 3.54 (2nd Edn.). The German Law of 1867 prescribed 
unlimited liability for all societies. The Law of 1889 permitted limited 
liability. 

* Principles of Rural Economics, p. 231. The fault would not lie 
■with unlimited liability but with lack of mutual trust. 
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or else it involved risks, the whole burden of which was too 
grej^t for any one of them to bear. The joint-stock principle 
in England was for some time applied almost exclusively to 
trade with distant lands* and later to exploit the mineral 
resources of the country. The wild speculation of 1700-1720 
evoked a law, under which the privilege of trading in joint- 
stock could be obtained only by special charter. As each 
member of such a company was liable for all its debts, a 
prudent and responsible man was unwilling to take a share 
in it, even though it afEorded reasonable prospects of high 
gains, unless he knew enough of his fellow members to be 
sure that he would not have to bear a great part of the bxirden 
in case of failure. The first steps towards legalising limited 
liability were taken timidly in England, and it was not until 
1862 that the full privilege of limited liability was made 
general.- It soon became universal in regard to railroads 
and is gradually spreading in banking and manufacturing, 
and other industries. But nowhere can any person or body 
of persons claim limited liability in any enterprise with¬ 
out subjecting themselves to certain Mastic restrictions 
embodied in the Company Law of the land. Limited 
liability, then, is a privilege of quite modern introduction, 
hedged round with conditions. These conditions are not 
suitable for such small societies as village banks or even 
ordinary agricultural societies. llTiere a large amount of 
capital is required for any enterprise, it becomes impossible 
to confine the contributors to members of a small circle 
sufficiently intimately acquainted with each other’s affairs 
to ensure that mutual trust which is essential when liability 
is unlimited. It is also true that where the sharers in any 
enterprise are drawn from such a wide circle that mutual 
acquaintance of an intimate nature cannot be guaranteed, 
then unlimited liability is dangerous. Quite apart from 
what the law permits or does not permit, unlimited liability 


^ The East India Company is a conspicuous example. 

- Hlarsball, Industry and Trade, pp. 312-331. Limited liability was 
allowed to a certain degree by an Act of 1825, and another of 1844. 
Liabibty may be limited by the amount of a share. A share may be fully 
paid-up, in which case the holder has no further liability except to refund 
dividends improperly paid, or only partially paid-up, in which case the 
remainder constitutes reserve liability. Or liability may ho limited by 
the guarantee of members to pay a certain sum on liquidation in place of, 
or in addition to, share capital. The English Limited Liabihty Act of 
1856, at first excluded Banking and Insurance Companies and the first 
Indian Act <XIX of 1857) was almost literally copied from it. Banking 
Companies in England were allowed limited liability in 1850, and in 
India in 1860. The English Law of limited liability was taken from the 
French Law. 
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has been, found to carry ■with it certain advantages of 
considerable importance in a Co-operative Society In the 
first place, it is the cheapest form, it is the only security that 
can be developed in a very poor commuiuty, it is the only 
security on which working capital can be secured for the 
business ^ Schulze Dehtzsch considered this unlimited 
liability indispensable at the beginning, in order to put all 
on guard in an association composed of persons not yet 
accustomed to forethought in financial matters It would 
oblige each to watch his associates as well as himself Later 
on, when the members have become better tramed and 
acquainted ■with each other, and lenders appreciate their 
credit value, they nught bmit their responsibihty ^ 

Actually this takes place automatically for as societies 
accumulate their own funds, shares and reserve, the unlimited 
liability becomes of decreasmg importance, irn^til the stage 
IS reached when the society possesses all the funds its 
members require, borrowmgs from outside cease, and the 
members have no habihty at all Experience will show 
whether this wiU be accompamed bv a weakemng of the 
co-operative spint 

Schulze-Delitzsch and his immediate successors warmly 
advocated unlimited liability, but the national convention 
of his societies in Germany m 1894 passed a resolution 
favourable ■to bmited liability and in 1896 declared that no 
distmction should henceforth be made in the matter ® The 
House of Lords Committee on the Thrift and Credit Bill 
regarded unlimited liabihty as a vholesome condition It 
creates confidence among mtending depositors, secures 
careful discrimination on the part of the managmg members 
in the lending out of the bai&’s money to borrowers, and also 


^ Sir H Plnnkett’s Evidence lieforo the House of Lords Committee 
‘ The moment vou begm to sav—^well, after all it only costs ns so much if 
the bank bursts,—^the bank -will burst' Cf also Carver, p 281 —^Among 

a few very poor farmers, no one of whom owns more then a verv feu 
hundred dollars worth of property, and all of whom are about equally 
wealthy or poor, the prmciple of unlimited liabiLtv is essential m order to 
becore credit on favourable terms and is no serious drawback from the 
standpoint of the individual farmer The old Transvaal and Orange Free 
State Laws did not allow limited habihiy to Co operative Societies The 
TJmon Act of 1922 legabsed it 

” Cf Hemck pp 272 273 —Experience has fully proved the truth 
of this But by the time the members can bmit their habJity they have 
learned that there is nothing to fear from unlimited Lability, wiselv 
controlled 

® Hemck, p 275 
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secures some assurance that the money will he used for the 
purpose for which it is borrowed. 

• The value of the unlimited liability of a poor member 
cannot be gauged otherwise than by experience. Even Sir. 
Wolff, ^ when giving evidence before the House of Lords 
Committee, agreed that the unlimited liability of a borrowing 
member who had borrowed to the full extent of his credit 
was not worth much, and seemed to admit that the 
unlimited liability was practically only the liability of the 
benevolent man, the squire or some person of that kind, who 
gets nothing from the risk he runs. It will be rememljered 
that Raiffeisen tried to keep the big landowner in the 
society, even though in such a case the poorer members are 
inclined to yield the control to the rich.^ The disinclination 
of those better off to join credit societies is, of course, not 
unreasonable where the societies are not corporate bodies. 
The system known as unlimited liability in Germany is well 
calculated to frighten away the more wealthy farmers. 
There, a creditor may sue any member for his debt and 
recover from him and leave him to recover from the other 
members. In England, where there is unlimited liability 
without incorporation, the difficulty is surmounted by 
appointing trustees who control the funds, enter into legal 
contracts,- etc., and so become the defendants in any pit. 
In India, societies are corporate bodies, and it is the society, 
and not the members personally, which enters into contracts. 
Accordingly, the unlimited liabffity of the members is, what 
is termed, unlimited contributory liability; that is to say, 
the members are liable to make contribution to any defi¬ 
ciency in the assets on winding-up. They must make good 
this deficiency somehow, even if the richer have to bear 
most of the burden; but as it is only liability for capital 
borrowed (in the way of loans and deposit) and as bor¬ 
rowing by the society is controlled by the members, the 
latter are in a position to control their own liability. It 
cannot be doubted that even in these circumstances the 
more weU-to-do cultivators prefer to stand out, but ex¬ 
perience shows that their fear is not well grounded. 
However, in India, we can hardly expect more public 
spirit than is shown in more advanced countries such as 
Ireland, where we read that when credit societies began 
to .spread into districts where comparatively well-to-do 
farmers might have joined them, these men were frightened 


^ Herrick, p. 293. 
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away bv the prospect of being responsible to an unlimited 
extent for their neighbours * 

AVhere all the funds belong to the societj (as share 
capital and reserve) there is no liabilitv and there !«» some 
danger that the ties whioh bind the members together will 
be loosened The fact that all the mcmbeis are jointly 
and severally liable for outside debts involves many conse 
quences (1) members must be selected as obviouslv eveiy 
one wants to be sure that a new member vs ill be able to bear 
his share of the common burden, (2) members must be 
formally admitted so that there will be some proof that 
they have accepted legal liabihty for the debts of the society 
as they stood on the date of admission, (3) members must 
be allowed to withdraw in case thev find the society incumng 
a heavier liability than they desire to share m (4) the 
liabihty of past members must contmue for a period so 
that the surviving members have opportumty to proceed 
to hquidation if they consider that m consequence of 
withdrawals the liabihty is becoming too great for them 
(6) members must not be allowed to transfer their share 
or interest to any one they please, but mu^t only transfer 
to or through the society for the simivors must be sure 
that the transferee is fit for Ins liability^ (6) the members 
must be able to expel any one whose hability is worthless 
or who has pledged it in another society of unlimited liabi 
hty and to take action against defaulters by arbitration 
procedure, (7) the list of members is the list of persons 
liable and so must be kept up to date the date on which 


^ Rural Reconstruction in Ireland p 112 The distmction between 
limited and unlimited liability is clearly put in section 60 of the onginal 
Indian Limited Liability Act {XIX of 1857) — In the case of a company 
being -(round up by the court or yoluntanly the existing shareholders shall 
be liable to oontnbute to the assets of the company to an amount sufficient 
to pay the deb s and Labilities of the company and the costs charges and 
exnenses of winding up the same with tins qualification that if tl e companj 
IS limited no contribution shall be required from any shareholder exceeding 
the amount if any unpaid on the si ares held by him This is reproduced 
in more elaborate form in the present Compames Act Cf Section 166 
(t) and (lo) 

“ 4. Joint Stock Company can ordinarily only object to the transferee 
if the share carries a reserve habihly if it is fully paid up the holder has 
the rght to sell freely An extreme case wiU illustrate the point Suppose 
a society ot company with a large resen e babilitj is tottenng 
bankruptcy m the absence of any restrictions the shareholders could sell 
to the nearest lunatic or minor for a nominal sum as the lunatic or minor 
has no legal liability the reserve babibtj would be worthless Tl ere is 
a proposal under consideration to amend the Companies 4ct so “S to 
empower Directors to expel a shareholder from a joint stock banl for 
conduct prejudicial to the interest of the bank such as defaxmng 
its credit organising a run on it etc 



T.TABTT.rr V, 


41 


any one ^ceases to be a member must be carefully entered, as 
from this date commences the period of liability of a past 
member; (8) accounts must be strictly kept and duly 
audited so that the extent of the liability can be definitely 
established, and all members must have tiie right to see the 
accounts^; (9) amendments to by-laws must require a 
considerable majority of the members, as an amendment 
may alter the liability ; (10) the members in general meeting 
must settle the maximum liability they are prepared to under¬ 
take ; and (11) must have full power over the employ¬ 
ment of funds; (12) a reserve fund is desirable to protect 
the liability, as any loss will first fall on the fund ; accord¬ 
ingly (13) a limitation of dividend is desirable so as to leave 
more.for reserve; (14) members must have the right to 
secure independent inspection of the accounts and in the 
long run (15) to bring about the liquidation of the society 
and so defim'tely close their liability. In these days it is 
necessary to add that there must be no pressure from outside 
to make the society do what its members consider it unwise 
or dangerous to do, such as to admit members or elect the 
Committee on religioxis grounds. VlTiere liability is unlimit¬ 
ed, there must be intimate mutual knowledge between the 
members, and this can only be secured by coining selection 
to a small area. ’^^Tiere liability is limited, there is less 
need of mutual knowledge of each others’ affairs, the area can 
be larger, the number of members can be greater and the 
whole transactions of the society can be carried on on a 
grander scale. The need of the unselfish co-operative spirit 
diminishes, the bond becomes purely an economic one, and 
the educational and moral value of the society declines 
unless provision has been made for some compulsory contri¬ 
bution to an education fund, the management of which 
will serve to remind members of their duty to the society. 

Unlimited liability is protected by the points noted 
above; in a credit society it is further safeguarded by the 
restriction of loams to productive purposes, so that the 
borrower will be financially stronger after expending the 
loan than before; bj’’ the insistence on sureties and on 
punctuality of repayment; by supervision of the expenditure 
on the object of the loan and the power to recall if the money 
is misapplied; and, finally, by the building up of a com¬ 
pulsory reserve which is declared indivisible, even in the 

1 A public company and Co-operative Society arc compelled by law 
to Lave their accounts properly audited. A private firm is under no such 
obligation and it is very exceptional for a private firm to submit its 
accounts to an outside auditor. 
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event of dissolutibn of the society. Thus, if the expenditure 
of a sum borrowed yields less than itself in return, the loss 
will fall first on the member, secondly on his sureties, thirdly 
on the reserve, fourthly on the share capital, if any, fifthly 
on the unlimited liability of the members and finally on the 
creditors of the society. Experiraice shows that the protec¬ 
tion of the latter is complete where there is efieotive machi¬ 
nery to enforce liability through prompt liquidation of bad 
societies. But where defects axe allowed to continue without 
the intervention of the Registrar, no safeguards, however 
carefully designed, will prevent disaster. 

A further protection of the creditor was evolved in 
Burma by grouping societies into Guarantee Unions; each 
society in a Union guaranteed the loans of other societies 
from its financing agency up to an amount equal to its own 
borrowings of the previous year. This type of Union spread 
to some other provinces but it has not proved a success 
when put to the test. It broke down completely in Burma* 
and is a failure in the Central Provinces.^ In Madras, the 
earlier unions were both supervising and guaranteeing but 
as a result of criticism, a new type of union developed 
which did not guarantee but only supervised. "With the 
financing of societies it had no direct connexion.^ But 
central banks still insist on applications for loans by affi¬ 
liated societies passing through these unions who recom¬ 
mend at theic discretion. 


^ Beport of the Committee on Co-operation in Burma (1929), paras. 
52—54. 

= Annnal Beport for 1927. 

® Report of the Committee on Co-operation in ^ladras, p. 25, para. 21. 



INTEREST. 

The question of interest has always played an important 
part in the co-operative movement In the industrial world, 
it has for long appeared to the workers to be unfair that the 
owner of capital should receive not only a fair rate of interest, 
but also a profit in’addition, and worst of all, a control over 
the industry To their mmd it seemed that a more just 
arrangement would be to give a fair interest on capital, and 
to distribute to the workers the profits accruing from their 
labour, while the control of the industry might ell be 
partly, if it could not be wholly, m their hands The Enghsh 
co-operative movement has undoubtedly achieved a great 
measure of success m this direction Capital receives five 
per cent mterest and is completely ousted from control 
Even although one significant result of the movement 
has been to place a little capital in the hands of each 
co-operator, amounting in all to a veiy large sum, the 
temptation to give capital a nght to profit or control has 
been sternly resisted Self-help and thrift have been the 
chief means v hereby co operation has won thio success 

In agriculture, the conditions are so widely different 
from those surroundmg other industries, that self-help 
and thrift alone could not help the cultivators to surmount 
their difficulties The cultivator receives neither a weekly 
wage nor a daily profit He has to wait several months for 
the return on his labour, and, except where mixed farming 
IS the rule, he receives his income at only one or two seasons 
in the year Further, although over a long period of years, a 
good average return is practically certain, he is constantly 
subject to the caprice of the weather and can seldom foresee, 
any distance ahead, whether the next harvest will be a bad 
one or a bumper It is for some such reasons as these that 
the cultivator needs credit, and, needing credit, must pay 
interest Now everywhere and in almost every country 
and throughout all historical time for which records exist 
there is, and always has been, a class of persons who seek to 
make profit from the cultivator’s necessity The indepen¬ 
dent nature of his calling and his habitual neglect of accounts 
render him a peculiarly easy victim, while, wherever he 
possesses transferable rights in lands, the security thus 
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available makes him a peculiarly safe victim. Of this, one 
result is that the small peasant proprietor is generally over¬ 
burdened with debt, and another is that co-operative credit 
is now being widely, almost universally, advocated for him. 
The question of interest thus calls for somewhat detailed 
treatment. The subject is, unfortunately, for calm economic 
discussion, mixed up with religious doctrine, and, accord¬ 
ingly, it may be of some advantage to begin with a brief 
historical survey. 

It is not improbable that the objection to interest 
arose from the fact that in early times the investment of 
money for productive purposes was little resorted to. Even 
under the system of self-suf&cing agriculture, the need for 
productive credit would be .small. In every age, however, 
men are apt to have needs or desires beyond their immediate 
means to satisfy, so that borrowing for purposes not ordi¬ 
narily classed as productive would not be unknown. It is 
thus not impossible that the prohibitions against interest 
were aimed at unproductive expenditure.^ Certain it is 
that as the opportunities for productive esyenditure on a 
large scale have increased, the antipathy against all interest 
has been changed to antipathy against excessive interest 
or usury. 

In ancient India, the Hindu law givers seem to have 
aimed at controlling the rate rather than at prohibiting 
interest altogether. Manu allowed 15 per cent, per annum 
on secured loans, and 24 per cent, per annum on unsecured. 
The rate was to be higher for low caste people than for high 
caste. The highest limit to which interest was to be allowed 
to accumulate was double the amount of the principal 
(Damduppat). Usury was condemned.^ Compound interest 

^ Cf. Ashley: Economic History, Book I, Ch. Ill; also Taussig, 
Principles of Economics, Vol. n, p. 31. 

- Of. Professor Kale’s Indian Economics, pp. 442-443, 2nd Edn. 
See also The Cambridge History of Inaia, Vol. I. The Vedio Indian ttos 
an inveterate gambler, and be seems always to have been ready to incur 

debt. As a result he might be reduced to slavery (p. 98). We read 

of wife or children pledged or sold for debt . In a Jataka tale, money- 

lending, trade, tillage and harvesting are named as four honest callings 

(218). According to Vasishtha, the rate of interest varied -with the 

oaste, the highest paying two, the next caste three per cent, per month, 
and so on. The same author prohibits Brahmins and Kshatrivas from 
being usurers (248). The old Sutra rule, confirmed by Manu, 

E its interest at 15 per cent, annually, but for men of low caste the - 
ist may be sixty per cent., this is where there is no securitv. No 
stipulation beyond five per cent, per mensem is legal. Debts unpaid shall 
be worked out by labour by men of low caste. (287) ef. also Samnddar’s 
Economic Condition of Ancient India. The food offered by a usurer was > 
forbidden to the Gods and also to the Brahmins. , 
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was forbidden * one shall not pay or receive an interest 
beyond the annual or what is unapproved or unaccumulated, 
nor compound interest, nor periodical interest, nor that 
which IS privately stipulated nor corporeal ^ 

Amongst Christians the precepts of Deuteronomy^ 
have formed the basis of a long series of efEorts, at first to 
suppress, and, later, to control the taking of interest For 
centuries the matter was regulated bv the law of the church, 
and penalties of a rehgious nature were prescribed So long 
as there was little opportumty for the accumulation of wealth 
and equally little scope for its investment, the law of the 
church sufficed to restrain Christians from practising money- 
lending Agriculture was confined to producing the require¬ 
ments of the household, it provided little material for trade 
Trade and commerce were undeveloped, and credit, as now 
understood, was hardly known Where funds were needed 
for the prosecution of anv enterprise, they could be obtained 
by including men of wealth to share m the risk and the gain 
So long as there was no fixed return proimsed for the use of the 
money, but an uncertain profit, there was nothing unlawful 
in lending With the steady advance of civilisation, however, 
the law of the church alone seems to have been considered 
insufficient to prevent the spread of money lending, and 
there began a long series of efforts to check the practice by 
legislation, the first Engbsh Statute was enacted in A D 
1488 This declared void all contracts for lending anything 
at interest, and rendered the parties liable to a fine of one 
hundred pounds 4 few years later the penalty was altered 
to the forfeiture of one half the money lent This provmg 
insufficient, it was enacted that all parties to money lending 
“ shall be set on the pillory, put to open shame, be haft 
a year imprisoned and pay twenty pounds ” AU these 
measures failed to suppress usury, and, in consequence, 
it was next attempted to control the rate of interest In 
1546, usury was declared unlawful and the maximum rate 
was fixed at 10 per cent In the ensuing years, this rate 
was reduced, until in 1714 it was fixed at 5 per cent , the 
penalty for disobedience was a fine of three times the money 


1 English translation of Mann Smirti hy G N Jha Vol VIU, p 153 
* Deuteronomy, XXIIl, 19 20, ‘ Thou shalt not lend upon usufy 
to thy biothcr, usury of money, usury of vaotuals, usury of anything 
that IS lent upon usury unto a stranger thou mayest lend upon usury, 
but unto thy brother thou shalt not lend upon usury Under this precept 

Jews could lend on usury to non JewB and so became the money lenders of 
the Western world Christiana were not supposed to lend on usury to 
other Christians 
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lent. Trade was rapidly expanding and it now come to be 
seen that these laws were a serious impediment, so in 1834 
promissory notes and bills of exchange were exempted. 
In 1855, it was realised that the attempt to control the rate 
of interest was as m\ich a failure as the attempt to suppress 
usiiry altogether, and the usury laws were repealed.^ 

The modern tendency now is to control the lender by 
refusing Iiitti the aid of the Civil Courts unless lie complies 
with certain regulations. Usury, however, is still an offence 
punishable with unprisonment in Germany and many States 
of America. Another tendency is to give the coiirts power 
to go behind a bargain agreed upon by the parties and to 
award such rate of interest as may seem reasonable. The 
English Money Lenders’ Acts give effect to this, and the 
provisions designed to achieve this end have been repeated 
in India in the Usurious Loans Act. 

A further tendency, as in England (Act of 1927), is to 
make compound interest illegal. 

The verdict of history seems to be that the attempts 
to suppress usury failed to achieve their object. The 
laws retarded economic development; they encouraged 
the hoarding of money and jewellery and led inevitably 
to schemes of systematic evasion. For instance, it is cosier 
to punish a man than a corporation, so that a town might 
lend when a man could not, and instances of this frequently 
appear.2 The laws broke down before the great expansion 
of industrial and commercial activities of the sixteenth and 
seventeenth centuries. One very important effect resulted 
which has left its mark on England and Europe to the present 
day. The prohibition applied only to Christians. The Jews 
were allowed to charge interest from gentiles and, accordingly, 
they acquired a monopoly of financial business and 
financial power which has placed them in a position of 
great advantage. In consequence, or perhaps it would 
more be correct to say in part consequence, they have 
incurred widespread unpopularity and have suffered cruel 
persecutions. The position is not without a parallel in the 
Western Punjab. 

The experience of England suggests that the tendency 
of remedial legislation, which increases the mone)’- lender’s 


^ Cf. C. L. Collard : The Money Lenders’ Acts, pp. 1-2; also Lipson’s 
Eoonomio History of England. In mediioval times all money lender’s 
property was confiscated on his death. 

“ Of. Lipson, p. 530. 
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difficulties and diminishes his profits, may be to send up 
the rate of interest in the ordinary money lender’s transac¬ 
tion. This rate is always high. The lender has to run 
considerable risk, unlest good security is forthcoming; he 
has to face constant difficulties in enforcing his contract 
and suffers frequent losses.* His interest charges must 
cover these risks, must allow for these difficulties and must 
recoup him his losses, and, perhaps, in addition, they should 
recompense him for the low esteem in which he is commonly 
held. A considerable portion of his business would not 
be effected by the introduction of any alternative system 
of credit, however widespread it might be. There will 
always be improvident people, expectant heirs, or even 
men in good business suddenly placed in a position in which 
they are in urgent need of ready cash but without a market¬ 
able security which they could offer to a bank. But from 
many of the evils attendant on money-lending the only 
practicable means of escape seems to be a sound systems of 
thrift and co-operative credit, spread throughout the land 
and rendered available to all whose character and reputation 
show them to be deserving of trust. 

From the above it will be seen that the attitude towards 
interest adopted by the mass of any people must have a 
very important iiffiuence on their material progress. In 
Europe, Jews amassed wealth, while Christians remained 
poor. In India, and probably elsewhere, Muslims have 
remained backward while other races have advanced. The 
refusal to take interest in any form entails, a complete 
abstention from banking and other transactions involving 
credit. Without trade and commerce on a large scale, no 
country, no people can amass wealth, and without wealth 
there can be none of the many amenities of civilisation 
requiring the expenditure of large sums of money. Many 
Muslims refuse to take part in trade : many will not invest 
savings in joint-stock companies; many are discouraged 
from practising thrift for lack of the incentive which exerts 
so powerful an influence amongst other peoples. A poor 

S le cannot pay much in taxation and so cannot enjoy 
things as free education, the benefits of large public 
works, such as metalled roads, railways, bridges and har¬ 
bours ; and without these they are compelled to waste time, 
energy and strength, which could be devoted to better ends. 
It is considerations such as these which have led some friendly 
critics to deplore the prospect that Muslims must always 


Walsh. Usurious Loans Act, p. iii. 
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remain backward. Were this inevitable, then the future 
for a large portion of the population of India would indeed 
be gloomy : but it is possible, it is probable, that a solution 
will be found in co-operation. Co-operative credit seeks to 
remove the objections to interest by reducing it to the bare 
minimum required to attract the money needed, and when 
there has been accmnulated a sum sufficient for the needs of 
any community, there no longer remains even this need for 
the payment of any interest at all. In several societies 
already a stage has been reached when it is no longer 
necessary to charge any interest on loans. 

The co-operative movement deserves the close study of 
Muslims as it seems to ofEer the only solution of their difficul¬ 
ties in regard to interest. Laws controlling the rate of 
interest have not succeeded. The experience of other coun¬ 
tries confirms that of England. In Austria, for instance, 
similar laws have proved in vain: the stricter the law the 
greater was the cunning of the money lender in circum¬ 
venting them.i Of Spain it is said' that the law of 
1909 is almost everywhere frustrated.^ Were there any 
success to record, it would have been published abroad, 
but nothing of this nature is forthcoming. The only solution 
seems to be to confine the attack not against all interest 
but against excessive interest. 

If this be accepted, the question arises “ What is a 
fair interest 1 ” Interest itself is not easy to define. It, 
in early days, meant any payment for the use of money, 
and the idea seems to have involved a fixed fee so that a 
share in any enterprise was not ineluded. Later interest 
came to mean compensation for non-fulfilment of a contract, 
so that while a lender could not charge for money repaid 
within a stipulated time, he could receive interest for deferred 
payment. In the Usurious Loans Act it is defined (section 2, 
clause 1) to include the return to be made over and above 
what was actually lent whether the same is charged or sought 
to be recovered specifically by way of interest or otherwise. 
This definition limits the term " principal ” strictly to the 
amount of cash or kind advanced: where a lender deducts 
the interest in advance and hands over the balance to the 
borrower, the principal sum is that which is handed over. 
In this sense, interest means not only the charge for the hire 

^ Faber: Co-operation in Danish Agriculture, p. 10. 

= Ward: The Truth about Spain, p. 229. But in comparatively 
recent times the German legislature has brought back the legal prohibition 
of usury. Usury is still regarded as a criminal odence, but the definition 
of -.rhat is usury is not strict. Ashley i Economic History, Book I, Ch. HI. 
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of the money (or wages of capital) but includes so much of 
the costs cf bolTo^rillg as are paid to the lender. In a good 
co-operative credit society, these costs should be very small. 
Ordinarily by “ interest ” is meant that sum which will 
induce an owner of money to part with it temporarily under 
conditions which include a practical certainty of its return. 
The rate of interest, thus defined, is easily ascertainable 
with sufficient accuracy from the return accruing on govern¬ 
ment paper at the current price. Thus, if Government 
paper for Rs. 100, bearing interest at per cent., is pur¬ 
chasable in the open market for Rs. 60, the rate of interest 
is per cent. The rate, thus calculated, is usually the 
minimum rate at which money can be borrowed. It varies 
with the demand for money and the supply at any given 
time. 

To this sum, in ordinary transactions, there must be 
added something in consideration of the fact that the 
security offered is not so good as that offered by Govern¬ 
ment. This addition is really of the nature of insurance 
against loss, and over a long series of transactions it should 
be sufficient to make good aU losses due to defective security. 
It depends upon the security offered, i.e., upon the risk of 
lending.^ 

A further addition may have to be made for the cost 
of collecting the loan, especially if the borrowers do not 
repay pimctually and willingly. 

A further addition has to be made for the costs of the 
lender incurred in his business, e.g., office rent, clerks’ pay, 
stationery, etc. 

A further addition may have to be made if the demand 
for money fluctuates widely; if during part of the year 
some of the available money lies idle, earning no interest, 
then aU the income required under the above heads must be 
obtained from the gross interest charged for the period during 
which it is being earned. 

In the transactions of a village credit society these 
items have to be considered and the rate of interest has 
to be fixed so that over a series of years the society will 
suffer no loss. In so far as the interest charged just fulfils 
this requirement, the society is carryins out the co-operative 
principle of rendering services at cost. But prudence suggests 


^ Or in other -words, on the confidence which the lender reposes in the 
borrower or which the borrower inspires in the lender. 

C, CSA 
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that the rate of interest should be pitched a little higher than 
this, so that there will always be something in reserve. 
Practical expediency suggests even more; the borrower, • 
it is urged, should be made to pay a little more than the cost 
of lending so that there will in time grow up from the siuplus 
a common fund which may be regarded as the result of 
compulsory thrift. 

The building up of a common capital from this source 
has the advantage that those who make most use of the 
society, and so presumably gain most from it, contribute in 
greater degree to the common fund. The main point to 
hear in mind is that, in co-operation, capital is only entitled 
to a fair interest and nothing more; it carries with it no 
right to any share in the control. 

To complete the brief note on the history of usury 
laws, it may be of interest to note that, in India, by an 
Act of 1773, the maximum rate of interest was fixed at 
12 per cent, per annum, but by Act XXVIII of 1855 all 
usury laws were repealed and the interest agreed upon by 
the parties was made legally recoverable. The text is 
as follows:— 

Section II .—^In any suit in which interest is recover¬ 
able the amount shall be adjudged by the court at the 
rate, if any, agreed upon by the parties; and if no rate 
shall have been agreed upon, at such rate as the court shall 
deem reasonable. 

Section 111, —^l^Tienever a court shall direct that 
judgment or decree' shall bear interest or shall award 
interest upon a judgment or decree, it may order the 
interest to be calcinated at the rate allowed in the judgment 
or decree upon the principal sum adjudged, or at such other 
rate as the court shall think fit. 

Section IV. — A. mortgage or other contract for the 
loan of money by which it is agreed that the use or usufruct 
of any property shall be allowed in lieu of interest shall be 
binding upon the parties. 

Section V ,—Whenever under the Regulations of the 
Bengal Code, a deposit may be made of the principal sum 
and interest due upon any mortgage or conditional sale of 
land hereafter to be entered into, the amount of interest 
to be deposited shall be at the rate stipulated in the contract 
or, if no rate has been stipulated and interest be payable 
under the terms of the contract, at the rate of 12 per cent, 
per annum: Provided that, in the latter case, the amount 
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deposited shall be subject to the decision of the court as to 
the rate at which interest shall be calculated 

Section VJ —In any case m which an adjustment of 
accounts may become neces«sary between the lender and 
the borrower of money upon any mortgage, conditional 
sale of landed propertv, or oth^ contract whatsoever, which 
may be entered into after the passmg of this Act, mterest 
shall be calculated at the late stipulated therein, or, if no 
rate of interest shall have been stipulated and interest be 
payable under the terms of the contract, at such rate as the 
court shall deem reasonable ^ 


^ For a detailed study ot the history of European vie\(s on intercs*, 
see English Economio History and Theory bj W J Ashley Book I, 
Ch III, and Booi.. IT Ch VI 



CONDITIONS NECESSARY TO MAKE A 
CREDIT SOCIETY CO-OPERATIVE. 

Ix paragraph 3 of their Abstract Report, the Com¬ 
mittee on Co-operation in India (1915) give a statement 
of the conditions vi-hich they considered mnst be fulfilled 
in order that a society may be fully co-operative. The 
Committee were referring to credit societies only as they 
were chiefly concerned with the financial aspects of the 
movement. This statement is interesting as indicating 
the conception of co-operation held at the time when Ae 
Report was written. Since then agricultural co-operation 
has been thoroughly examined, and much fresh light has been 
thrown on its real position in rural economics. The Com¬ 
mittee were rather obsessed with the Raiffeisen system of 
credit and gave far too little attention to co-operation as the 
only system of organisation suitable to agriculture. It is 
not necessary to be poor to derive benefit from co-opera¬ 
tion, just as it is not necessary to be rich to derive benefit 
from a joint-stock company, under both systems the same 
ammmt of capital would be needed to achieve the same 
object. Agriculture differs from other industries in that 
it is carried on by a v^ large number of workers, each of 
whom controls a certain amount of capital independent of 
the rest. Every farmer is, to a certain extent, a capitalist, 
every farmer is also a labourer, a buyer and a seller, and he 
is e:^ected besides to be a highly scientific exploiter of the 
soil. He cannot specialise in all these functions, but he can 
combine with other farmers and share with them the expenses 
and advantages of specialists in each branch. Trade, 
commerce, finance, tran^ort are all organised and between 
them will squeeze from the farmer all the profits of h^ 
industry, unless he too organises and thereby controls his 
own destiny. It is the rapid organisation amongst those 
with whom he deals that forces upon him the imperative need 
of organisation with his neighbours. The Committee^ on. 
Co-operation produced a report of great value on Raiffeisen 
cre^t, and it is to Raiffeisen credit that the following pages 
especially relate:— 

“ The theory underlying co-operation is that iceah in¬ 
dividuals are enabled, to improve their individual productive 
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capacity, and comeguenily their material and moral position,, 
by combining among themselves and bringing into tliis cmn- 
bination a moral effort and a progressively developing realisa¬ 
tion of moral obligation. The movement is essentially a moral 
one and it is individualistic rather than socialistic. It provides 
as a substitute for material assets honesty and a sense of obliga¬ 
tion and heaps in vieio the moral rather than the material 
sanction.” 

This refers particularly but not exclusively to Raiffeisen 
societies. It was originally their particular aim to bring 
help to the impoverished, the neglected, the forgotten, 
provided that they could show that they were honest and 
had productive work offering, on whicli to employ them¬ 
selves. The Government of India recited that the object of 
co-operative credit societies is to substitute for a number of 
individual credits which are weak because they are isolated, a 

combined credit which is strong because it is united. 

These will be small and simple credit societies for small 
and simple folk with simple needs and requiring small sums 
only. 

The unlimited liability of the very poor may not 
realise much on selling up but they do not want to be 
sold up and the aversion to this is an added stimulus to 
honesty. 

The moral element has been strongly emphasised by 
the Rochdale school. “ Co-operation is a faith as well as a 
practice ” ; but the hard-headed weavers took care that their 
practice was not unbusiness-like. Co-operation must always 
be a serious business undertaking, and business success must 
be assured before higher results can be looked for.^ It is- 
interesting to recall that, in England, the earliest conflict 
with authority occiurred over that one of their articles of 
association which provided that a portion of their proflts 
should every year be devoted to education. This article, 
has been conceded in section 34 of the Act, which permits 
of part of the annual profits being devoted to education, 
medical relief, etc. 

The movement is anti-socialistic, but the socialists 
have now withdrawn their opposition. It was at one time 
opposed to State aid, until experience showed that agricul¬ 
ture is not likely to make much progress unless stimulated 
from outside. It is opposed to State control and sets up 


' Gf. Bnral Beconstrnotioii in Ireland, p. 254. For an osample of 
moral benefits, see Bnral Denmark, p. 211. 
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self-lielp and self-control as its aims. It 1ms from the first 
appealed to self-help nnd inculcated self-dependence. 

" Hence the first condition ohvimtsiy is that every member 
should have a knoivledge of the principles of co-operation, if 
this co-operation is to he real and not a sham.” 

Elsewhere the Committee write that “ most of the 
faults found in societies arc due to the lack of teaching 
of true co-operative principles, nnd the importance of 
proper teaching can scarcely he exaggerated. "With 
this, all who have studied the movement will agree. It 
is repeatedly emphasised in the reports of the various 
Committees and Commissions that have sat in the last 
few years. The principles of co-operntiou arc not generally 
understood, and few persons appreciate the difference between 
a co-operative organisation formed for the benefit of its 
members, and a corporation formed for pecuniary benefit.' 

In England, the greatest attention ha.s been devoted 
to the teaching and dissemination of co-operative principles 
in distribution. The Iri.sh Agricultural Organisation Society 
was founded “ to improve the condition of the agricultural 
population by teaching the principles nnd methods of co¬ 
operation.” nnd in India the Government has 

acknowledged its duty to supply co-operative education 
through the Registrars and their staff. The connection 
between co-operation and education is of the greatest impor¬ 
tance ; so far back as 1879 the English congress was addressed 
as follows:— 

“ If the mass of your members arc not sufficiently in¬ 
structed in economic science, in the facts of commerce, 
in the state of this and other countries, in the history of 
trade, in general knowledge, nnd; in particular, knowledge 

of what you aim at and how you seek it.if the mass 

of your members are not si^ciently instructed in these 
things, there arises a real danger to the co-operative move¬ 
ment, your members become a hindrance and your possessions 
become a peril and your productive endeavours will continue 
to be the failure which they too often hitherto have been. 
Your movement is a democratic movement, if ever there was 
one. It, therefore, cannot repose on the good sense of the 
• few; its success will depend on the good sense of the masses 

of your people. First you must educate your 

members in your own principles.” 

» Cf. Powell. See also Sinclair;—If we are keen enough to detect 
the fundamental priueiploa and wise enough to utilise them when found, 
regardless of their source, the success of co-operation is assured. 
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It is in the moral and educational elements of the 
movement that Co-operative Societies difEer from Agri¬ 
cultural Banks and Loan Societies. 

In the formation of a society the first essential is the 
careful selection as members of honest men, or at any rate of 
men who have given satisfactory guarantees of their intention 
to lead an honest life in future.^' 

As already noted, honesty and a sense of moral obliga¬ 
tion are substituted for material assets and hence the essen¬ 
tial principle that members must be admitted after election. 
" The best security that a Co-operative Society can give is 
the quality of its members ” (Luzatti). What the society 
seeks to secure is a select clientele elected for their presu¬ 
mable trustworthiness (IVolff). This is not by any means 
peculiar to co-operation, it is a rule of ordinary banking. 
“ There is no respect of persons in banking. Your doors 
are open to all sorts and conditions of men, except that you 
draw the line at dishonesty ” (Eae). It is a banker’s 
business to acquire the most accurate information possible 
regarding the thrift, ability, industry and integrity of his 
clients and no banker could advance money^ to a man whom 
he knew to be dishonest. This first condition seems suffi¬ 
ciently obvious, and yet objections used to be made to the 
power given in the by-laws to expel members for dishonesty 
and bad characters were frequently admitted into societies. 
It is now, however, generally realised that, as the members 
are all potential borrowers, their character is an important 
factor in success; and that where liability is unlimited, 
it is essential to make sure that candidates for membership 
are not likely to make this dangerous. The importance of 
the moral element varies with the liability. 

This condition is secured in the Act by the necessity 
of formal admission of members [see definition of mem¬ 
ber, section 2 (c)], by rules under section 43 (d) govern¬ 
ing admission and under section 43 (»») providing for 
expulsion, by sections 14 (2) 6 and 22, regulating transfer of 
shares of members, living and dead. Most Provinces have 
rules under section 43 (c) providing that societies shall make 
by-laws dealing with expulsion of members and transfer of 
shares and all English societies registered under the Indus¬ 
trial and Provident Societies Act must as a condition of 
registration determine in their by-laws whether shares are 
transferable and provide for the consent of the Committee. 

“ As regards the dealings of the society, it should lend 
to its members only.” 
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Tliis is ijrovidecl for in section 29. Obviously, it is 
little use making elaborate provision for tbe selection and 
retention of honest members if loans can be made to 
non-members not subjected to the same process. This 
is the principle of all co-operative associations, the con¬ 
fining of benefits to the members and must be the object 
of all societies (see section 4). No one would advocate that 
members should undertake unlimited liability for the debts 
of non-members; but, where the object is not the provision 
of credit, there is less objection to dealings with these. 

" The loans must in no circumstances he for spedulative 
purposes, which, so far from encouraging ihrift and honesty, 
have e'xactly the opposite effect. Loans should be ghen oidy 
for productive purposes or for necessaries which, as essen¬ 
tials of daily life, can fairly be classed as productive. The 
horrotoers should be required to satisfy their fellows that they 
are in a position to repay the loans from the income that they 
will derive from their increased productive capacity, or that 
by the exercise of thrift they can effect a margin of income over 
expenditure which will suffice to meet the instalments of their 
loans as they fall due.^’^ 

This condition is, of course, borrowed from ordinary 
rules of sound banking. A baidcer must know his client, 
his work and his needs. Says Rae, “ You will have to 
satisfy your mind in every case, before parting with the 
bank’s money that it is required for legitimate business 

use and not for rash and foolish speculation. You 

will do wisely to make it a rule absolute whenever you are 
invited to lend the bank’s money in any shape or for any 
purpose, to satisfy ymu- mind that the means will exist in 

available form, to repay the money when due ;.. • 

when a man comes to you for a loan, unless the transaction 
is clearly in the direct line of his business, you have a right 
to know for what purpose the advance is wanted.” 

British banks claim that they provide sufficient sound 
financial facilities and are not shy in making advances on 
the strength of their customers’ known ability and integrity. 
The larger banks lend far more than the small country banks,. 
they absorbed and provide adequately for most of the needs 
of the large farmer who can offer satisfactory security. Their 
branch managers are permitted to rely upon their personal 

^ I have not discnssed credit hero ns r liave already issued a 
pamphlet on the subject, based on the opinions of many writers. Prof. 
Oide is very clear; see also Herriok, Seligman, Carver, Nicholson, Dupernex, 
Hnehner and others. 
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knowledge of the character, habits, reputation and capacity 
of the farmers in their viciniiy and they do in fact advance 
laige sums for current business purposes on this personal 
knowledge without taking banker’s security.^ In the Report 
on Rural Credit in Ireland, the Provincial Banli submitted 
in evidence that it supplied deserving farmers with every 
suitable accommodation that could prudently be given on 
business lines. The qualifying adjectives, of course, are 
significant, and on the interpretation based upon them rests 
the controversy as to whether joint-stock banks finance 
agriculture adequately. 

There should be no hesitation in enforcing the strictest 
compliance with this principle; if a banker regarding only 
the interests of his bank, treats it as a rule absolute, a Co¬ 
operative Society, bound by its objects to promote the 
interests of its members, must be stiU more strict. The 
underlying principle is clear. The employment of the loan 
becomes a pledge for its own value. The banlc is not formed 

to practise lending for lending’s sake.its object 

is to provide credit for certain approved transactions only, 
transactions which promise to repay the outlay with interest, 
to improve the position of the borrower and which are 
appropriate to his case (Wolfi). The creditor’s real security 
consists not in the material assets of the members but in the 
ability and desire of the members to put the borrowed money 
to productive uses and to repay the loan out of the profits 
made thereby. Each loan should mean so much earning 
capacity, so much producing power for the individual 

borrower.the security in fact lies in the use of each 

loan for genuine productive purposes.—(Committee, 
para^aph 2). The Government of India are equally em¬ 
phatic. “ Co-operative credit should provide cash only 
for productive or provident outlay. It is not its object to 
supply capital for fixed outlay and it is not to provide money 
for anyone who asks for it. Its real object is to provide 
agriculture with ready money for the one purpose of making 
such agriculture more profitable. There must be a good 
chance, a moral certainty of the money lent reproducing 
itself with increase.” 

In spite of the obvious soundness of this condition, 
it is the one most frequently broken. The Act itself is 
silent on the objects for which loans may be granted but 


^ Dampier Whetliam; Politics and the Land; and Walter Leaf; 
Banking. 
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most provinces have rules under section 4.3 (c) requiring 
societies to make by-laws defining the purposes for which 
advances may be made and Local Governments may make 
rules under section 43 (o). 

Examples of rigid restriction on the objects of loans 
are provided by the Land Improvement and Agriculturists’ 
Loans Acts. 

In India a very sprious, even a dangerous, relaxation 
has already been permitted in the addition of necessary 
purposes, but in this same paragraph the Committee insist 
that “Ioan.s must be given only when they are really 
necessary and desirable. Eiven at the risk of over- 
elaboration the following extract from Mexon’s “English 
Practical Banking ” is added, “ a banker will wish for 
information as to the amount of advance required, the 
purpose for which it is wanted, the length of time for which 
it is required, and the security which is to be given for 
it. Banking advances should be for commercial puipos®s, 
as an addition to working capital ” (what are here called 
“ productive purposes ”). 

Bankers do not necessarily make special enquiry into 
the object of the loans, but it is the duty of managers to 
keep themselves conversant with the circumstances of then 
clients and to satisfy themselves that the money is required 
for some legitimate business purpose. It is here that 
banking differs from money-lending, and it is the neglect 
of this rule that makes the ordinary money lender such a 
curse to society. 

“ W^en a loan Ms hem given, it is essential that th^ 
Committee of the society and ike other members should exercise 
a vigilant watch that the money is expended on the purpose 
for which the loan was granted.” 

This is merely an adaptation~of a general precaution 
in banking. “ If you trust people with your money, you 
have a right to at least a general notion of what they Me 
do^ with it ” (Rae). It is useless maldng rules as to tne 
objects for which a loan may be granted if no steps are taken 
to see that the money is really devoted to the object ap¬ 
proved. The insistence on supervision by the Committee is 
characteristic of co-operative credit but Government also 
directs its revenue officers to see that loans under the Lana 
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Improvement Act are spent on the particular works for 
which they were sanctioned.* 

Exiles may be made imder section 43 {g) and (o). This 
insistence on supervision by the Committee on the expendi¬ 
ture of the sum lent is necessary in the interests of outside • 
depositors and under the Friendly Societies Act, a credit 
society is not allowed to accept deposits from non-members 
unless its rules provide for tl^ supervision. Prior to 189S 
such deposits coxdd not be accepted at all, but in that year 
Sir Horace Plunkett succeeded in getting an Amending Act 
Xiassed. 

“ If it {the money) is improperly applied; it should be 
at once recalled.^' 

This is merely an insistence on honest dealing. The 
same rule applies to loans under the Agriculturists’ Loans 
and Land Lnprovement Acts. hlr. WolfE adds: “ a man 
misapplying a loan woxdd, of course, not be allowed to 
borrow again. In fact he would be got rid of as being 
untrustworthy.” Loyalty to the society must be main¬ 
tained and tliis kind of misconduct should be a ground for 
expulsion [section 43 (m)]. There should be a clause in 
the bond embodying this principle which should also be 
included in the by-laws and may be made a rule under 
section 43 (o). 

“ It is further advisable to add to the general supervision 
of the society the special supervision of individual members^ 
by taking personal sureties in the case of each loan. In the 
event of any default by the borrower an instant demand should 
be made on these sureties.” 

No well-managed bank would think of advancing a loan 
without security, but in co-operation the primary sectirity for 
all loans should be personal. Says Kae, “ never make 
an advance to any one except on secxuity of approved 

quality and adequate value.. .no one is as safe without 

security as with it. the only rule which insures 

safety in every case is never to make any advance without 
security. The proper time to stipulate for security 

* For a Canadian vie^, sec the Saskatchewan Report, p. 49:—‘ There 
exists a sharp difference of opinion as to whether, after loans have been 
advanced, inspection shonld be tolerated to determine whether the loans 
had been so expended, and if not, whether they should be recalled. The 
general attitude is clearly indicated in the reply made by a farmer: I do 
not think the farmers would like it, but I am satisfied it would be to their 
interest.’ 
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should be before the opening of an account, not afterwards.. 

. The chief objectors to giving security for 

advances are those who have none to give....no 

doubt there is security of a kind in honest intention, but 
honesty itself may be overthrown by unforeseen disaster... 

.no amount of honesty will shield a man from 

misfortune.” 

Government has no doubt upon this point, it insists 
on security for all loans advanced to agriculturists. Some 
provinces insist [under section 43 (c)] on by-laws providing 
for security and rules may be made imder section 43 (o). 

With the exception of the Italian “ loan of honour ” 
there is, says Herrick,^ no co-operative credit society in 
Europe which does not demand of borrowers as safe securily 
as is exacted by an ordinary bank. The question is more 
fully discussed in the notes under section 43 (o). The old 
English country private banks used to lend to farmers on 
the basis of their character, instead of being too exacting 
in the matter of visible securities which the borrower might 
have found it difficult to provide. When the big London 
companies bought up the private banks, it is complained 
that they insisted on commercial security, and that advances 
to small agriculturists declined.® This charge has since 
been strongly refuted and it is clear that, in the efiort to 
secure good business, branch managers have wide powers 
to lend on personal knowledge. 

Mr. Darling® found that while in Germany, as in India, 
the primary security for the loan is the character of the 
borrower, and the further security taken is personal surety, 
a mortgage is often taken instead. Raiffeisen is said to have 
been not opposed to the use of mortgage as a collateral 


^ Rural Credits, p. 467. Mr. StricMand \7rites; ' The Italian loans 
of honour ivithout security, which have been quoted in support of an 
experimental laxity, are loans given to non-members by those urban 
banks in which a share is of a large amoant beyond the means of the poor: 
the device is non co-operative, and it would be simpler to issue shares of 
low value for those who need them ’ {Studies in European Co-operation, 
Vol. I, p. lf>9). Mr. Darling, however, w’rites: ‘ Loans are made to members 
and non-members alike.... Honesty of character is the sole security. -. - 
there is a special committee in touch with the poor, to enquire into the 
circumstances of each case. It is characteristic of the Peoples’ Bank at 
Bologna that it still maintains tUs most humane element in its bnsiue^. 
Even if the amount advanced is small, it is a constant reminder to the 
bank of its ideals ’ (Co-operation in Germany and Italy, p. 135). 

* <7/. Pratt: Small Holders, p. 172. Green: The Awakening of 
England, p. 338. 

3 Co-operation in Germany and Italy, pp. 24-25. 
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security, but Mr. Darling found a distinct tendency to regard 
the property as more important than character. He notes 
that there are no rural credit societies for people who have no 
land and quotes Bubuoff as authority for the statement that 
in Kussia there were no agricultural labourers as members of 
credit societies as the articles of association forbid advances 
to members who have no immoveable property. In the 
Punjab and other provinces of India, there are hundreds 
of such societies for landless menials and many are highly 
successful. 

The above are the conditions relating to loan tran¬ 
sactions. In all cases they merely embody the most elemen¬ 
tary principles of sound banking and those who advocate 
elasticity take upon themselves a heavy responsibility. 
Any relaxation must result in a marked rise in the rate of 
interest to coyer the extra risk involved. Cheap credit 
must be secured credit. The interests of depositors alone 
demand the adoption of the precautions referred to. 

“ In the more general matters of the society's business 
there should, of course, be a Committee of management with 
a president and a secretary, all of whom, except those who 
perform purely clerical duties and have no voice in the manage¬ 
ment, should he members of the society and give their services 
to it giatuitously.” 

It is, perhaps, the most curious omission from the Act 
that there is no provision for the constitution of a Committee 
and for giving it a legal status. The Act, however {cf. 
section 22), assumes the existence of a Committee and most 
Provinces direct under section 43 (c) that one shall be 
provided for in the by-laws. Local governments may make 
rules under section 43 {g). The question is fully discussed 
under this section. 

Gratuitous services were insisted upon by HaifEeisen 
and at first by Luzatti, but not by Schulze-Delitzsch; 
latterly there is a growing tendency towards payment. 
The Madras Committee do not recommend payment of 
punchayetdars, except in respect of clerical work undertaken 
by them. The secretary is everywhere frequently remu- 
nerated.i The Madras Committee condemn the basing of 
his remuneration on profits or loans granted, as was the 
practice, as this provides a temptation which should be 
avoided. 


^ In Denmark the president of the Co-operative Bank receives a small 
salary. Howe: Denmark, p. 66. 
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As lias been already shown, the control must rest 
with the members, and hence the Committee must be 
appointed by them. A society with a Committee partly 
appointed ex-ofiS.cio or by nomination cannot be called 
co-operative. The Italian law insists that all officers be 
members.^ 

“ At the same time the ultimate authority should never 
be delegated to the office-bearers, but should be retained in 
the hands of the metnbers, who must continue to take a practical 
interest in the business of the 'society. With this object the 
constitution should be pxvrely repiMican ; each member should 
have one vote and no more in the general meeting.” 

See section 13— 

This section states the principle of equitable asso¬ 
ciation which is the foundation of all true co-operation. 
It distinguishes it from co-partnership. The powers of 
control vested in the general meeting should be known 
to the members and the powers of the general meeting should 
not be curtailed by admitting proxies from individual 
members. If this dictum is to be carried out literally, the 
societies must be small; in a society with large membership, 
it is not practicable for each and every member to take part 
in the control, and there is a tendency for this to pass into the 
hands of an active minority. Undiluted co-operation, says 
Herrick,2 cannot be practised except by relatively small 
groups of persons. 

Most Provinces by rule under section 43 (c) insist on the 
by-laws dealing with general meetings and rules may be made 
under section 43 (/). 

“ All business should be transacted with the maximum 
of publicity within the society. For example, there should 
be Jcept in some place open to the inspection of every member 
a list showing {he loans issued to every member, the names 
of his sureties and the amount of ike loan still unpaid, and 
each member should be required to know generally how this 
account stands : general meetings should be frequently held 
at which the accounts and affairs of the society are fully discussed 
and explained.” 

The Committee only refer to publicity within the 
society. If all members are equal and, especially, equal 
in liability, all have an equal right to know of the society s 

* Of. Herrick, p. 361;—* The board of directors may engage a manager 
and a cashier who, upon appointment, must enrol as members.’ 

^ Rural Credits, pp. 469-60. 
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transactions. The only exception refers to members’ deposits. 
Members must not know who is a depositor and what his 
deposit amounts to. Under the English Act, no one except 
ah officer of the society has the right to inspect the loan or 
deposit account of any other member without his consent in 
writing. Mr. Wolff also excludes the list of maximiun credits 
to be allowed to each member [see notes to section 43 (o)] 
but the Committee on Co-operation require this to be fixed 
at the annual general meeting. 

Publicity without the society is usually insisted upon by 
law. Sir F. Nicholson errs, perhaps, on the side of exaggera¬ 
tion when he writes “ Publicity is, in every European country, 
the first requirement; everything must be laid open to the 
public view.” If the society is well managed, members 
honest, and repayment punctual, then publicity enhances 
the credit of the society. Eifies should be made under 
section 43 (7i) (q.v.). Publicity requires the maintenance of 
proper books of accounts [section 43 (<;)] which accordingly 
must be prescribed [section 43 (7i), of. section 136, Indian 
Companies’ Act].^ 

“ The express object of the society should he the development 
of thrift among its members, with the hope too, that this idea of 
thrift may spread in the neighbourhood. To effect this object 
loans must he given only when they are really necessary and 
desirable. Further the development of thrift and of a proprie¬ 
tary interest in the society should be aided by efforts to build 
up as soon as possible a strong reserve fund from profit. The 
society must also be encouraged to obtain as much as possible 
of its capital from the savings which its teaching and example 
have brought about among its members and their neighbours.” 

The promotion of thrift is prominently put forward 
in the preamble to the Act. As the Committee .say : “ the 
object of co-operation is as much to encourage savings as to 

^ Publicity, of courfie, is very uecessaiy if liability is unlimited but it is 
• not alwaj^ popular. In Austria, * while tbe farmers are ■willing to trust the 
society ■with their sa'vings, many are still ■unaccustomed to banking usages, 
and, -when they -want credit, they prefer to go secretly to their friends 
or the money lenders rather than let their neighbours know that they arc 
in need of assistance (Herrick, p. 367). The late Sir W. T. Russell, giving 
evidence before the House of Lords Committee, ascribed the small amount 
of members’ deposits in Ireland to the fact that the Irish peasant does 
not like his neighbours 'to know that be has money, and he does not trust 
any committee. Sir Rider Haggard quotes one authority who declared 
as his deliberate opinion that tenant farmers ■will not co-oijerate, because, 
co-operative accounts being open to inspection, they fear that their landlords 
might raise the rents if it were found that they .were prospering (Rural 
Denmark, p. 190). 
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grant loans on reasonable terms.” The principal direct 
objects are tbus: (1) the encouragement of llirift, (2) the 
accumulation of loanable capital, and (8) the reduction of 
interest on borrowed money by a system of mutual credit. 
See notes to Preamble, where it is shown that a member 
acquires sL right (c/. section 12) to deposit his savings in 
the society and hence there must be control over deposits 
from non-members [sections 30 .and 43 (e)]. The formation 
of a reserve fund may be prescribed by rules under section 43 
ip) ; a minimum is ensured by section 33. 

The question of thrift lies at the very foundation of 
the problems of Indian poverty. Thrift* depends upon 
foresight, abstinence or self-control, and security of life 
and property; and so can only be found in a settled edu¬ 
cated community. No panacea for the troubles of India 
will be of any lasting value unless there be thrift. The 
great wealth of England is largely due to centuries of 
thrift; the poverty of India’s masses is largely due to its 
absence in the past. Thrift supplies the capital for all 
enterprise. The capital for agricultural needs and agricul¬ 
tural unprovements must, in the main, come from the savings 
of rural communities.^ That the value of thrift is securing 
more general recognition is made clear by the reports of 
Registrars. 

It is a defect in the Indian system that provision has 
been made for a distribution of profits on shares; but it 
should be noted that the Committee contemplate the profits 
going to reserve and generally the profits should and probably 
will be limited to a fair interest on capital, the maximum 
being the same as the rate charged on loans’ to members. 
In actual practice, the primary credit societies of India give 
away very little indeed in dividends. Soimd guidance 
has made good the defect in.the Act. 

“ With all these must go the elementary business principles 
of honesty, punctuality, proper accounts, diligence and payment 
wlien due. To ensure all this there must he adequate corUrol 
from within, increasing vigilance and superdsitm by the office¬ 
bearers and a continuous effort by members in learning the 


1 Of. Irish Report on Rural Credit, p. 8 . Of. also Herriek, P-393' 
* Co-operativo credit has obtained a firm foothold in Switzerland, outtne 
idea was not introduced on account of any lack of banking facilitaes.. • • • • 
the little republic is frequently referred to as the only country m -wbicn 

farmers have too much credit.neoe.ssity did not bring co-operative 

credit into being in Switzerland. It was started because of its moral etrec 
in teaching farmers to be their own bankers and to he mutually responsiw 
for one another.’ 
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principles of co-operation, in meeting frequently, in toatcliing 
others, in working hard and observing thrift, and in punctual 
repayment of their own loans as they fall due.” 

From the above it ■will be understood that strictness 
is essential. Mr. WolfiE says : “ there should be inexorable 
strictness with regard to the observance of rules and under¬ 
takings, not only as to repayment of loans ” ; and in another 
place, “ rigorous insistence upon prompt payment is another 
characteristic feature. Harm as it may appear to people 
new to such banking, it is necessary and represents sound 
policy.” Also “ checking and controlling is the fibre which 
runs through the entire organisation.” 

The Committee omitted a very characteristic feature 
of Co-operative Societies, namely, the absence of any limit 
to the number of members. Such a limit is prohibited in 
Germany, Belgium, etc., and is penalised in England. It 
may be pro-vided for by rules under section 43 (q) (see 
notes thereunder). It is one of the points distinguishing 
a Co-operative Society from a Joint-Stock Company (see 
notes to section 4), and from a society “ established with 
the object of facilitating the operations of such a society ” 
(e.g., a Central Bank).^ 

Mr. Cahill finds the following principles now practised 
in all Raiffeisen societies in Germany:— 

(1) Limitation of area •to secure personal knowledge 

[c/. section 6 (1) a], 

(2) Low shares [qf. section 43 (g)]. 

(3) Permanent indivisible reserve fund (section 33). 

(4) Unlimited liability [section 4 (2)].^ 

^ It is essential to the co>operative idea that the matured society 
should keep its ranks open to the weaker brethren who are still without, 
and never pursue strength at the price of their injury or neglect (Fay). 

_ * Of. Smith Gordon: Co-operation for Farmers, p. 33. Both the 
Baiffeisen and the Schulze societies were originally established on the 
basis of unlimited liability. The Raiffeisen societies, with unimportant 
exceptions, have preserved this feature to the present day, but the Urban 

societies have adopted the more suitable form of limited liability. 

When the pioneers began their work, they' had no option in this matter,, 
for the law did not allow co-operative associations to limit the liability of 
their members. Also p. 113 :—^Unlimited liability is contrary to the 
inchnation of the times, and we find that it is, in fact, gradually being 
replaced by the more modem system of limitation by shares. A question^ 
which with Raiffeisen was undoubtedly one of principle, has come, now 
that co-operative organisation is widespread and w'ell understood, to be 
regarded as one of expediency; and, from this point of view, the victory 
rests, except perhaps in some exceptionally backward .districts, with 
limited liability. 

C, eSA 


5 




66 


CONDITIONS NECESSARY TO MAKE 


(5) Loans only for productive or provident purposes 

[section 43 (o)]. 

(6) Loans only to members (section 29). 

(7) Credit for relatively long periods, with payment 

by instalments [section 43 (o)]. 

(8) Determination every year by the members of 

each society of— 

(i) the maximum credit of individual members; 

(n) the maximiun total of saving deposits receiv¬ 
able ; 

{iii) the maximum total of loans that may be 
taken up (section 30). 

[See section 43 (e)]. Of. Committee’s Report, paragraphs 
52 and 59. 

(9) Absence of profit seeking, dividends if paid being 

limited as a maximum to the rate of interest 

paid by borrowers for loans [section 43 (r)]. 

(10) Office holders (except secretary), not paid for 

their services. 

(11) Promotion of the moral as well as the material 

advancement of members. 

As will be seen from the references, some of these 
principles have been embodied in the Act while the others 
are left to be dealt with by rules tmder section 43. They 
will be discussed in their proper places. 

Pinally there may be included here the Rochdale 
society’s advice to members, chiefly remarkable for common 
sense. Failures in non-credit societies in India are risually 
directly traceable to neglect of one or other of these dicta. 

Eoohdai-e Society’s Advice to Members.^ 

Isi—^Procure the authority^ and protection of the 
law by enrolment. 

2nd —^Let integrity, intelligence, and ability be indis¬ 
pensable qualifications in the choice of officers and managers 
and not wealth or distinction. 


From ‘ Indnstriol Co>opera1don ’ by Miss Catherine Webb. 
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Zri —Let each member have only one vote, and make 
no distinction as regards the amount of irealth any member 
may contribute. 

4f7i—Let majorities rule in all matters of Government. 

Sthi—^Look Tvell after the money matters. Punish fraud 
when duly established by the immediate expulsion of the 
defrauder. 

6th—^Buy your goods as much as possible in the first 
markets; or, if you have the jaoduce of your industry 
to sell, contrive, if possible, to sell it in the last. 

7th—357ever depart from the principle of buying and 
selling for Ready Money.* 

8th—For the sake of security always have the accounted 
value of the “ fixed stock ” at least one-fourth less than its 
marketable value. 

9t7{.—^Let members take care that the accounts are 
properly audited by men of their own choosing. 

10th—Let committees of management always have 
the authority of the members before taking any important 
or expensive step. 

11th—^Do not court opposition or publicity, nor fear 
it when it comes. 

12th—Choose those only for your leaders whom you 
can trust, and then give them your confidence. 

The Rochdale plan related primarily to stores and is 
thus prescribed by the late Mr. Holyoake. “ It was that 
the profits made by sales shouldbe divided among all members 
who made purchases, in proportion to the amoimt they 
spent, and that the shares of profits coming due to them 
should remain in the hands of the directors tmtil it amounted 
to five pounds, they being registered as shareholders of that 
amount. The stores would thus save their shares for them 
and they would thus become shareholders without it costing 
them anything; so that if all went wrong they lost nothing ; 
and if they stuck like sensible men to the store, they might 
save in the same way another five pounds, which they could 

draw out as they pleased. The merit of this scheme 

was that it created capital among men who had none, 
and allured purchasers to the store by the prospect of a 
q^uarterly dividend of profits upon their outlay. Those 


^ This abolition of sale on credit proved a poirerfol stimnlant to thrift. 
People had to save to buy, before they could enjoy. 
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who had the largest families had the largest dealings, and 
it appeared as though the more they ate the more they 
saved ’ 

KaifEeisen slightly modified this by keeping all profits 
in an mdivisible permanent reserve He thus also created 
capital among men who had none but it belonged to the 
society and not to the mdividual members 
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ACT No. II OF 1912. 


Passed by the GovERisroR-GrEiTERAL op India in 
Council. 

{Received the assent of the Governor-General on 
the 1st March, 1912.) 

An Act to amend the Law relating to Co-operative 
Societies. 

V^HEREAS it is expedient further to facilitate 
the formation of Co-operative Societies for 
the jjromotion of tlacift and self-help among 
agriculturists, artisans and persons of limited 
means,^ and for that purpose to amend the law 
relating to Co-operative Societies; it is hereby 
enacted as follows :— 

The Bombay Act has the following preamble :— 

■ “ Whereas it is expedient further to facilitate the 
formation and working of Co-operative Societies for the 
promotion of thrift, self-help and mutual aid among 
agriculturists and other persons with common economic 
needs so as to bring about better living, better business 
and better methods of production and for that purpose 
to consolidate and amend the law relating to Co-opera¬ 
tive Societies in the Presidency of Bombay;.it is 

hereby enacted... 

The Madras Act (VI of 1932) repeats this. 


^ If the Act is amended the preamble should ran ‘ promotion of 
thrift, mutual help and self-help among agiicnltuiists, artisans and other 
persons vdth needs in common.’ [This old suggestion has norr only 
historical interest.] 
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Piehminary 

Short title 1. (1) This Act may be called the Co operate e 
cxfent Societies Act 1912 and 

(2) It extends to the whole of British India 
Prior to 1904 Co operative Societies could not be 
organised under a recognised legal form except under 
tbe Indian Oompames 4ct They could not obtain 
the same legal status and privileges as commercial 
companies without submitting to the restrictions generally 
considered necessarv for their proper control Moreover 
it must be remembered that without registration no 
binding force could be given to rules and hence discip 
line could not be enforced hot only that but associa 
tions of more than ten persons for the purpose of bank 
mg are illegal unless registered under the Companies 
Act (see notes to sec 4) so that +here could be no 
quesi/ion of starting unregistered societies '*’he Co 
operatne Credit Societies Act (X of 1904) was accord 
ingly passed to encourage thrift self help and co opera 
tion It was founded on the Enghsh Friendly Societies 
Act but conferred corporate existence which that 4ot 
does not do In this and some other respects it followed 
the Industrial and Provident Societies Act under which 
nearly all the non credit societies are registered The 
latter Act however msists on limited liability 

It is important to remember that Co onerative 
Societies are compames which would ordinarily (and 
can if the members so desire) come under the ordmary 
company law of the land but they base their claim to 
exemption from the Companies Act on the ground that 
their object is not the acquisition of gain by way of 
profit for themselves or them members The Govern 
ment of India stated that the object of this measure 
(of 1904) IS to provide the requisite legal basis for the 
establishment m India of Co operative Chedit Societies 
Legislation is called for not only m order to 
lay down the fundamental conditions which must be 
observed but also with a view to giving •such societies 
a corporate existence without resort to the elaborate 
provisions of the Compames 4ct The 

bulk of the non credit Co operative Societies recognised 
by the law (of 1912) are placed on a footing similar to 
that of joint stock companies and it will be necessary m 
practice to see that the Act is not utilised for the benefit 
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of societies ■whicli are not really of a co-operative 
charactei ” 

Bombay 3 ’ields a very mteresting point of lav under 
section 3 (e) of the Land Acquisition Act, a society registered 
under the Co operative Societies Act of 1912 ranks as a 
society for the purpose of compulsory acquisition of land 
But the Bombay Act of 1925 repealed the India Act of 1912 
in so far as it applies to the Bombav Presidency (section 73), 
and therefore it has been held that societies registered under 
the Bombay Act of 1925 are not societies registered within 
the meanmg of the India Act of 1912 and so are not compames 
withm the meanmg of section 3 (e) of the Land Acquisition 
Act and therefore are not entitled to the benefit of this Act 
(Appeal 272 of 1929, decided 7th July 1930, by Madgavkar 
and Barlee, JJ) 

Promotion of thnft —T hrift frugality, economical 
management, economy (Century Dictionary) This 
o biect neces sitates the right of a member to deposit his 
savmgs in h is society (sec 12 notesl, this right is of the 
lery essence oi a credit society and it is extremely 
doubtful if it could be restricted by anv rule or older of 
a Local Government As the society may not be able 
to find useful employment for all the savings ofEered, it 
must give priority to deposits from members over those 
frona non-meEobers [sections 30 and 43 (e)] Similarly as 
-CenSral—Banks, as a condition of registration, must be 
established with the object of facibtating the operations 
of primary societies, thej also must give preference to 
deposits from such societies over those from outside, 
even though this entails a diminution of income The 
q uestion of g reater 01 less profit must not be an argu¬ 
ment with any Co-operative Society except in so far as 
i t toucE es TiEe~economio interests of the members 

The" promotion of thrift also renders desirable a 
saving deposit system, for these societies will furmsh to 
agriculturists a safe method of investing small savings 
in an institution at their own doors, which is managed 
publicly by persons whom they know and for objects 
which thev can see and test Such savings have proved 
here and elsewhere good lying money The Committee 
considered that when once well started, the Co operative 
Societies will be used by agriculturists for then sayings 
far more freely than any Government institution can 
ever hope to be used and that their use will be attended 
by far greater economic advantages to the country than 
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any likely extension of Post Office SaMngs Banks' (pira 
51) Unfortunately non-members depositing in Co¬ 
operative Societies have to pay stamp duty on with¬ 
drawals, from which they are exempt when deahng with 
the Post Office Banks ‘Mr Enghsh when Registrar of 
Burma wncote “ If co operation can lessen the waste 
of capital by inculcatmg thrift, it will be a boon to the 
country but it must be continually borne in mind that 
the provision of funds to assist waste or even meiely 
further to raise the standard of bving by enabling the 
cultivator to spend the difference in mterest payment in 

luxury and amusement, is greatly to be deprecated. 

In Burma, borrowmg is mostly due to halbit and want of 

forethought and not to necessity,.the mere 

provision of cheap money through Co operative Societies 
or otherwise tends, owmg to the existing state of pubbc 
feelmg, to induce waste of income rather than thrift ’* 
The importance of encouraging thrift can hardly be 
exaggerated, as Mr Dupemex says “ The great lesson 
of thrift will require a great deni of teaching in India 
where the soil is so fertile and nature so bountiful, that 
the peasant, however badlv oft he may find himself in 
the present, never loses hope in the future lie knows 
that if his present harvest fails, the chances are that in 
another few months the land will again give forth its 
abundance Improvidence is often laid to his charge, 
but the feelmgs that some observers attribute to this 
cause may, perhaps with equal truth, be traceable to a 
deeply seated faith in the future ’ ^ 

Credit societies of the Raiffeisen type throu^out 
Eu tone have a more active existence than those in 
Ireland for one or both of tw o reasons, th ey are t h e gre at 
centT^s of thrift foi the rural population, "and th ey ha ^ e 
trading powers The funds accumulated by thrift enable 
them either locally (as m Italy) or through a federation 
(as in 4ustria) to capitalise and finance the trading side 


^ The Post Office Savings Banks were onginallv designed to 'erve 
only the towns, they hn^ e been extended to smaller towns and large 
villages but they have not attracted, and ■« ere never intended to nttrart, 
deposits from the general body of agncnltnnsts Thus there should he 
no fear of competition between these institutions and Co operative 
Credit Societies in villages, but the fact that the inonev deposited in 
the«e Post Office BauM is not separately invested bnt is nsed bj the 
Government of India for its ways and means adds a tonch of dehenej 
to the problem 

Dupemex, pp SS SO 




PrKLX'VnU'AEY 


76 


s. 1] 


of the movement' The tendency to withdraw capital 
from the land instead of investmg more in it is remarked 
upon by many writers It used to be one of the grievances 
of intelligent Iiishmcn like the late Sir Horace Plunkett 
that the deposits of the local Savings Banks were trans 
ferred to Loudon and so lost to the Island which has never 
enjoyed a plethora of money ^ Ind ian agriculture is to 
^e supplied with all J^e capital it can usefully employ, 
tEis-^mst iinarge measure be accumulated by the thrift 
of CO op erators ^ 

41^ng with the promotion of thrift must go the 
checking of im provident lendmg (Wolff) 

Self help —One of the great lessons learned m Europe 
is that in the long run the formers s uccee d best when 
the y help themselv es AVh eneve r they become dependent 
on the Government they keep looking to the government 
{ oT~mo re aid It iS beheved to be a correct general 
statement that rural credit is on the strongest basis; 
in those countries where it has been developed I 
most completely without government aid j 

government should do nothing that can effectively be 
done by individual formers or by the farmers collec ' 
tively through voluntary effort.^ 

Persons of hmvted means —"Miss ebb (Industrial 

Co operation) writes Co operation is essentially the 
outcome of poverty and need and has achieved its 
greatest success amongst the mo derately poo r The 
condition that co operators should provide their own 
capital is apt to prove a hindrance-to—the-estension of"^ 
t he move ment^to the very poor and, hence arises the 
hitherto unsolved problem of how to brmg its benefits 
within their reach The nature of the surroundings in 
which the hves of the poorest are passed the lack of 
training and of education—m the real sense of the word— 


' Rural Reconstruction in Ireland (p 147) 

Deposits in Post Office Savings Banl s m 1918 19 amounted to 1 882 
laLI s of rupees the total working capital of all Co operative Societies 
in 1918 19 was 1 614 lakhs Deposits in Agricultural Societies amounted 
to 96 lakhs By 1921 the figures had risen to 2 286 lakhs deposits in 
Post Office Savings Banks and 2 642 lakhs workin'r capital in Co operat \ c 
Societie In 19^3 the latt r stood at 3 5o4 okhs In the last ten 
years there has been a marked declme in private deposits in Joint Stock 
Banks and e marked increase of deposits and investments in the Post 
Office Postal Cash Certificates and Co operative Societies 

^ 4mencan Commission on Rural Credit Ohservations Part I pp 
13 27 
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from vsrliicli they sufEer makes it difficult for them to 
realise the benefits of co operation 

The system of obtaining goods on credit is 
one which has unfortunately become very common among 
these people owing largely to the uncertain nature of 
their surroundings and the burden of debt often brings 
with it an obligation to continue dealing with a parti 
cular tradesman 

I It must be admitted too that Co operative Societies 
* have in many instances ceased to recogmse them obhga 
tions towards the v ery poor or have failed to realise that 
the special needs of poverty call for special methods 

The above extract is apphcable to Indian conditions 
It has to be remembered that ^he conditions in which 
the very poor live tend to develop the meaner side of 
them characters and accordingly it is unusually difficult 
to inculcate ideas of honestv fam dealing and thrift 

In Burma the members of societies appear to he 
disinclined to admit people of the poorest classes laud 
less labourers fishermen and pedlars ^ 

The fact that persons of limited means deserie most 
consideration involves as practical results that small 
loans to small people must be giv en preference ove r 
large loans tD'ihose more well to do andTTihat "tEe savins 
of the poorer members must be accepted eyen_iL_i±_neces 
sitates returnmg the large deposits of the prosp erous 

At the same time it must be remembered that heaw 

d ebt may reasonably be considered by__a_societyira& 

msti fying a refusal to aimit a candidate^into a credit 
society Ma]or Jack for instance mentioned that of 
the cultivators of Paridpur there are six per cent whose 
debts are far too large for any co operative movement 
safely to deal with^ and of Finland it is said that ex 
perience has shown that the very poorest do not ]Oin 
Co operative Societies in particular such as do not have 
a permanent place o^ residence or fixed income 
Similarly of Europe Herrick points out that Peoples 
Banks of the Schulze Dehtzsch and Luzatti type gene 
rally speaking are not small institutions for feeble folks 
The 4merican enthusiasts who are hopmg to improve the 


Anunal Report 1&21 p 6 
Ecouom c L fe of a Bengal B str ct p 111 
' Co operation in F nland p 12 
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condition of the shifting and thiiftless population by means 
of CO operation uill be disappointed to find that this has 
been accomplished m iiurope only m spots where the w ork 
i"! snstamed by the ceaseless and unrequited toil of philan 
thropiscs devotmg themselves to the arduous tasks as priests 
to their mission^ Undoubtedly the feeling of economic 
distress has up to the present been one_of_the_invanable 
conditions of the co operative movement’ but as attention 
istiurned from credit to other apphcations of the co operative 
pnnciple it becomes clear that the one essential requisite is 
l^ e ma rked consciousness of a common mterest in the acoom 
phshment of som e defimte purpose’ This may be im 
pro^' credit cheaper supplies or better prices for produce 
or any other common economic need the point is that 
while CO operation is almost the only avenue of e’«cape from 
poverty its benefits are equally open to others who are 
willmg to work for the common good of all It would 
perhaps be an improvement if this reference to persons 
of hmited means were omitted as has been done in the 
Bombay and Madras Acts 

Of England it has been said a large farmer should 
be his) own co operator Large farmers have no 

interest in ousting the middleman or reduemg bis profits ^ 
they are m a position to dictate terms whereas the small 
farmer is dictated to 

The restnction of the benefits of the 4ct to persons 
of hmited means is aided by the proMsions as to maxunum 
interest of members (sec o) bv the power to fix a ma\imum 
loan [sec 43 (o)] and by rules relating to profits [secs 31 
and 43 (r)] 4s persons of hmited means have no money 
to spare loan** for unproductive purposes must be rigidly 
restricted 


2. In tins Act, unless there is anything repug Definitions 
nant in the subject or context— 

(a) " by laws ” means the registered by law s 
for the time bemg m force and mcludes 


* Rural Cred ts p 4o9 
Cf Co operat on in Finland p 8 
“ Voi»t p 235 

‘ In Great Bntain an analva s carefully made of the members of 
typical 80C eties 1 s bI own about 9a per cent to be non income tas payers 
(Tetlow Co operative 4iiditiiig p 3) 

‘ Levy I arge and. Small HoldmgiS p IS** 
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a registered amendmeiLt of tlie by¬ 
laws : 

Burma omits and includes.by-laws 

(6) " Committee ” means tbe governing body 
of a registered society to whom the 
management of its affairs is entrusted 
Bombay has: ** tbe Committee of Management 
or other directing body to whom, etc.” 
Burma has ** direction ” for “ management.” 

(c) “ member ” includes a person joining in 

the application for the registration 
of a society and a person admitted 
to membership after registration in 
accordance with the by-laws and any 
rules : [under sec- 43 (d)]. 

(d) " officer ” includes a chairman, secretary, 

treasurer, member of Committee, or 
other person empowered under the 
rules or the by-laws to give directions 
in regard to the business of the 
society: 

The Madras Act, quite \innccessarily adds presi¬ 
dent, vice-chairman and assistant secretary. 

(e) “ registered society means a society 

registered or deemed to be registered 
under this Act 

Burma has: " Co-operative Society ” means a 
society registered under this Act. 

(f) ” Registrar ” means a person appointed 

to perform the duties of a Registrar of 
Co-operative Societies under this Act: 
and 

(g) “ rules ” means rules made under this 

Act. 


^ Tho English, Acts define Comndttee os the committee of mnnngcment 
or other directing body of a socieiy. 
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(ff) By-latvs. —Correspond to the articles of associa¬ 
tion of companies [cf. definition of articles— 
Indian Companies Act, see. 2 (1)]. The 
by-laws, which include the objects (see notes to 
sec. 4) completely define and restrict the 
’ society’s activities. The Act itself does not 

empower a society to make by-laws. It must 
have them before it is registered [sec. 8 (3)] 
and it may amend them (sec. 11). The Local 
Government may by rule under section 43 (c) 
empower a society to make by-laws. A 
by-law is ’a standing rule of a corporation 
or society, made for the regulation of its 
internal organisation and conduct ; it is 
distinguished from a provision of its consti¬ 
tution in being more particular and more 
readily altered (Century Dictionary). 

(6) Conmittee .—^A committee is not prescribed by 
the Act. In Acts of other countries it is. 
For instance, the New York State Law pro¬ 
vides that every such corporation shall be 
managed by a board of not less than five 
directors. The South African Act goes further 
and fixes the minimum at three, the quoriun at 
not less than half the munber and prescribes 
meeting at least once a month. In India, 
rules may be framed, if necessary. 

(c) Member .—In the Indian Companies Act, a 
member is one who subscribes to the memo¬ 
randum and who agrees to become a member, 
he must take not less than one share. [See 
notes to sections 5 and 12.] Members may 
be registered societies (section 6). 

iladras has: financing bank ” means a registered 
society, the main object of which is to lend money to 
other registered societies. 

Bombay by a curious oversight has the definition: 
“ Society ” means a sociely registered or deemed to be 
registered imder this Act. The result is unfortunate as 
the Act, as here, proceeds to prescribe “ societies which 
may be registered ”, and that the Registrar if satisfied may 
register the society and so on. Further, it ignores the very 
important point that unregistered Societies are subject to 
the Indian Companies Act. 
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Includes a person: according to section 3, clause 39, 
General Clauses Act (X of 1897) “person” shall include 
any Company or Association or body of individuals, whether 
incorporated or not. 

In the original bill the second clause ran: “ persons 
elected by the members for the time being,” the substi¬ 
tution of the word “ admitted ” does not do away with 
the necessity of selection, election precedes admssion 
[cf. 42 (d)]. 

“ It is important that members should be eligible for 
admission by election only so as to secure that mutual 
confidence upon which successful co-operation must 

depend. The selection must still be .personal 

and made by the society; no person can claim admission 
under any automatic rule and the important principle 
that the new member must be accepted by the old ones 
or their representatives is maintained.”^ 

As a matter of fact, this element of selection is not 
confined to Co-operative Societies. Even in the case of 
Companies, Diceotora may decline to register any transfer 
of shares, not being fully paid-up, to a person of whom they 
do not approve. They generally merely consider the question 
of the rmcaUed liability, but joint-stock banks usually 
provide in their articles for more strict election. In Co¬ 
operative Credit Societies, careful selection is a vital principle 
as it is the possible borrowers who are* being selected. In 
stores societies dealing for cash only, it is less important. 
The importance of selection varies to a large extent with the 
liability of members and with the objects of the society. 
In a general supply (stores) society, selling only for cash, 
it is insignificant. The Indian Companies Act adds the 
words: “ and whose name is entered in its re^ster of 
members,” and the entry in the register is prima facie proof 
of membership but (see sec. 25 and notes) this does not 
apply to Co-operative Societies; membership has to be 
duectly proved. The English Act follows the Companies Act. 
(d) Officer refers to those dealt with by rule under 
section 43 (p). It does not include an auditor. 

For the sake of convenience clause 29, section 3 of the 
General Clauses Act may be repeated here: 

Local Government .—Shall mean the person authorised 
by law to administer executive government in the part of 


Goveinment of bdia Besolution. 
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Britisli India in whicli the Act jor Eegulation containing 
the expression operates, and shall include a Chief Com¬ 
missioner. 



3. The Local Govemment may appoint a The Regis- 
person to be Registrar of Go-operative Societies for 
the Province or any portion of it, and may appoint 
persons to assists such Registrar, and may, by general 
or special order, confer on any such persons all or 
any of the powers of a Registrar under this Act. 

The last three and a half lines are new to the Act of 
1912; and were unfortunately omitted from the Burma 
Act of 1927; generally speaMng, the Registrar exercises 
over societies the power of a Court over Companies under 
the Indian Companies Act. The Burma Committee recom¬ 
mended that the Local Government should have restored 
to it the power embodied in the last three and a half linesVi.. 

U nder this Act the R egistrar i s co nstituted the .very - 
f oundation of the mov ement. It is left entirely to his 
di screti on to feg ^'e^OT to.refuse.'tb.r^ster a society (c/. 
section 9)7 and the by-laws and every amendment of them 
require his approval (c/. sections 9 and 11). Thus on him 
rests the responsibility of ^eeing that & society starts undM 
c onditions-as-favoufabl e as "He can mahe them.'''Tn order 
to"^ ensure that wise rules are carefully observed he is given 
u^i im^e d power of inspection and audi t (cf. sections 17 and 
35)r~B:e controls“tlie^ower 3 a society to make loans to, 
and receive deposits faom, a non-member [cf. sections 29 *' 

(1) and 30], and has a voice in the investment and disposal 
of its funds [vide sections 32 (1) d, and 34]. Finally, he has 
ful l 'discre tion, subject.to the.iight_of appeal to the Local 
Government or such Revenue Authority as it may nominate, 
to .order the dissolution o f a society section 39) and t o 
appoint a li quidator to w ind it up. Q^ese are extensive 
pdwers ahd'in some quarters there is an inclination to object 
to them being centred in a government official. But it 
cannot reasonably be disputed that the control of the 
movement by official Registrars has been a success, and has i 

not in any way tended to paralyse progress. Only one who- 
devoted all his time to mastering the many problems that 
come up for solution could deal at all adequately with the 
duties of the post. Undoubted ly India ha s been saved many 
failures and many years’ delay by the present system. The 

“ . g 
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officially controlled ino\ement has so far reached onlv a 
fraction of the Milages but where it has not penetrated 
CO operation has not gained a footing ^ Nowhere ha^ e those 
who clamour for the eliminataon of officnl control proved 
their ability to do without ity 

Registiars are not and are not intended to be merely 
registermg officers, they are also expected to provide 
supervision assistance counsel and control 6oi eminent 
alone was in a position to supply the knowledge and 
organisation necessarv to start the work and Government 
alone is able by its association with the movement to create 
the outside confidence necessary to give it stabihtv It is 
necessary that Government thiough its own and the societies 
staff should contmuc the co operative education of societies 
long after they are registered The fact that societies 
thoueh primarily self contamed and self governed are 
sub 3 ect to supervision by Government officers has an 
important effect in attracting pubhc confidence and the 
benefits thus accrumg to the countrv at large fully justify 
the expenditure of public money on official supervision 
Perhaps m no direction has this been better illustrated than 
by the decline of deposits in joint stock banks and their 
increase in State supervised institutions 

(.The movement must m its essence be a popular one 
and nothmg should be done to weaken the feelmg among 
CO operators that it is based upon seif reliancp and in 
dependence Government thcrefoie in the best mterests 
of the movement mnst not allow co operation in this country 
to become an official concern managed by State establishment 
(Government of India Eesolution) The Registrar is 
primarily responsible for seeing that a new society is hemg 
formed on a sound basis he must not confine himself merely 
to seeing that the appbcations for registration satisfy the 
conditions of the Act and the Buies (Committee s Report) ) 
Madras has embodied this m a rule {cf next section) 

It IS worth noting that Registrars need not necessarily 
be officials of Government and the practice is growing of 
appomtmg non official helpers as Honorary Assistant 
Registrars writh certain powers of a Registrar 


1 It 18 cunona to find, an English imter saying I agree ttat 
the farmer is much, more likely to oo operate 'when a state off wal goes 
round and tells him to do so than "when his neighbour (who nugl t possibly 
get the job of being ttie local seoretarv of the society) tnes to be persuas ve 
fOreen The Awakeumg of England p 342 ) 
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In Kocland Ibe onh quihficalion oblipntorv for n. 
Registrar is~tbat he bo i barnstci of not loss than 12 Mars ^ 
stmduig Honeacr, besides rcgistcrinst, ho also pnpaies 
and circulates modd forms of account**, bnlnnct sheets, 
and aaluatioiis and collects and publislios information 
qs to statistics useful to the soclctlc■^ 111 salaries and 
c^enses arc paid b\ the Treasurs He is not necessarily 
\cr ed 111 CO oporati\e principles and lienee perhaps those 
lapses uliich Mr Molff castnjates him for In India , the 
Committee on Co operation place a hens} burden on the 
l^gn^trar (para 132), he must be cOntinuall> studs itig 
coopcrnti\c literature, which is non most t\tcnsnc, he 
must make himself acquainted with economic conditions 
and practices both throughout India and m his on n pro\ nice, 
he must know the principles and methods of jomt-stook 
banking, and must evnmine the sjstems of do\eloping 
thrift and inculcating cooperation which hn\e been tried 
in other countries He is also head of a teaching tstablish- 
ment and must dcMsc offtetisc meins for impressing a real 
knowledge of co operation on the bulk of the population 
He line further to control a large staff to draft model bj laws 
and rules to collect statistics and wntc reports, to ndaisc 
Got eminent on t nrious subjects, and to keep in close touch 
with the higher fiinncc of the motement ns managed by 
Protincial Banks and Central Bulls 

4. Subject to flic proMSions Iicrcinaftcr Societies 
contained a sociel) which has as its object the J'j 
promotion of tlie etonomit interest of its members 
m accordance with co opoiativc jirinciples, or a 
societt established watli tlie object of facilitnting the 
operations of sucli a society, inaj be icgisteied under 
this Aft with or witliout limited liability 

Pro\ ided that unless the Local Government by 
geneial oi special older otherwise directs— 

(1) the liability of a society of which a 

member is a registeied society shall be 
limited, 

(2) the liability of a society of which the 

object IS the creation of funds to 
be lent to its membeis, and of 
which the majority of the members 
are agricultuiists, and of which no 
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member is a registered society, shall 
be unliimted 

Burma has this proviso m a separate section 10, hut 
in section 2 has “ if its objects mclude an amendment of 
very doubtful value » 

In amendmg the Act, it would be desirable to msctt the 
word “ primary ’’ before “ object ” This has been done 
in the Madras Act In a society for the sale of milk 
the creation of such funds may be a secondary and even 
distant object but it may be adiisable to keep liability 
hmited Bombay has done this 

Bombay further adds and the members of such a 
society shall, on its liq^uidation, be jointlv and seaerally 
liable for and m respect of all obligations of such a societv 
Provided furthei that when the question whether the 
habditv of a society is limited or unlimited has once been 
decided by the Eegistrar at the time of registration his 
decision shall be final Madras repeats the first three Imes 
only, omitting the proviso 

In the old 4ct section 7 the hability of rural societies 
was unlimited and of urban limited or unlnnitcd 

Object —The objects must be clearlv and fully specified 
as they haa e to be approved before registration, they corrts 
pond to the memorandum of association of a company and 
they restnet the transactions of a society as it cannot ha\e 
any other object than those specified Anj act uhich is 
beyond the objects thus specified is ultra vires and a oid and a 
contract entered mto beyond them is void ns the members 
have only agreed to associate together and to undertake 
hability for the promotion of specified objects, the members 
of the Committee are personally hable for any loss the society 
may sustam by reason of acts done by them not u arranted 
by the objects 4.s the object must be the promotion of 
the economic mterests of its members, a society must not 
serve non members and transaction uith non members 
may be held ultra vires Thus a society estabh'shed for 
CO operative sale of produce cannot make loans unless this 
18 specially mentioned as an additional object 

Some Acts specify the objects for which a Go operative 
Society may be formed that of South 4fnca is an example, 
others define the objects in comparati\ ely nariow terms 

Economic interests are not defined but the preamble 
suggests thrift and self help In Prance, the object of 
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Agricultural Credit Societies “ shall exclusively be that of 
facilitating or of guaranteeing operations affecting agri¬ 
culture.” 

The supply of capital for productive purposes, educa¬ 
tion in the true uses of credit, combination to secure the 
fullest advantages in a world of competition, the elimination 
of middleman's profits are amongst the objects aimed at. 
Tlie essential idea is the carrying on of business in common 
which maj’’ be— 

(i) for credit; 

(li) for purchase of raw materials; 

(m) for sale of products (agricultural or industrial); 

(iv) for production ; 

(v) for purchase wholesale for sale to members of 

food-stufis and household requisites (e.g., 

stores); 

(vi) for acquisition of implements for agriculture 

or industry; 

(vii) for construction and acquisition of dwelling- 

houses (e.g., building societies). 

An Indian Station Club is a Co-operative Society, whose 
object is the provision of recreation, games, reading, etc., 
for its members but not the promotion of economic interests. 
It is usually strictly co-operative in its constitution and rules. 
It is a good example of a Co-operative Society which cannot 
be registered imder this Act but may be dealt with under 
the Companies Act. 

Of its members.—K society is only concerned with the 
interests of its members and its activities cannot be affected 
by the interests of non-members. Dealing with non-members 
can only be undertaken when this furthers the interests of 
members. The Local Government (sec. 31) may prohibit 
or restrict such transactions, it cannot order them to be 
carried out. 

These words ” of its members ” find a prominent place 
in every Act relating to co-operative societies. 

Co-operative principles have already been discussed; 
any .attemjpt at a precise definition of a Co-operative Society 
was intentionally avoided in the interests of elasticity and 
simplicity. The Act contains just the minimum conditions 
necessary to prevent abuse. 
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With the object of facilitating the o 7 ?e?af?o? 2 s.—Central 
Banks and Unions can only be established with the object of 
facilitating the operations of primary societies. Profit- 
making can be no part of their object. “ The acquisition 
of gain ” must be left to joint-stock companies. They were 
not recognised by the first Act and this section has been 
amended to include them. 

(?) They must be established with the object of 
facilitating the operations of Co-operative 
Societies; 

(ii) their liability must ordinarily be limited; 

(in) they are not subject to the restrictions imposed 
by section 5, so far as their members are 
societies; 

(iv) they are not subject to the requirements of 
section 6 with regard to members, residence, 
and similarity of tribe, class or occupation; 
where shares are held by individual persons, the latter are 
restricted by section 8 but not by section 6. Thus one 
society and one individual could form a Central Bank. 

I A Central Bank, in short, need not conform to general 
co-operative principles. It may be and usually is a joint- 
stock company, enjoying the privileges of registration under 
1 this Act on condition that it adheres strictly to its object. 
In the Companies Act, section 254, a joint-stock company 
is defined as a “ Company having a permanent paid-up or 
nominal share capital of fixed amount divided into shares, 

also of fixed amoimt.and formed on the principle 

of having for its members Ike holders of those shares. 

and no other persons.” 

It^thus becomes exceedingly important to check py 
tendency to'put profit-seeking for itself before the object 
of helping other societies. The following extract from a 
Provincial Report is an instance of the evil to be fought: 
The arrangement whereby it was agreed that village societies 

should deposit their si^lus funds in the.Central 

Bank has been discontinued as unprofitable to the Central 
Bank which had to pay 7 per cent, whereas it could get what 
it wanted on its own accoimt at 6 per cent. , 

As already mentioned in discussing the question of 
thrift, a Central Banlc must give preference to deposits 
from primary societies representing the savings of then 
members. 






KEGISTRATIOISr. 


87 


s. 4.] 


As the Central Banks hold in deposit the surplus funds of 
primary societies, it is essential that these latter should elect 
wholly or in part the Managing Committee of the Central Bank, 
as a safeguard against these funds being used in any speculative 
venture or in any manner ealcnlated to injure their interests. 

“ May he registered ”—^It must be registered under this 
or under the Companies Act. Of. section 4, Companies Act: 
“ no Company, association or partnership consisting of 
more than ten persons shall be formed for the purpose of 
carrying on the business of banking unless it is registered 
as a Company under this Act ” (or other Act) and no similar 
Company of'more than 20 persons shall be formed for the 
purpose of carrymg on any other business that has for its 

object the acquisition of gain by the Company. 

or by the individual members thereof unless it is registered 
under this Act (or other Act). These provisions apply to 
such associations until and uidess they are registered under 
this Act (sec. 48). 

This section of the Companies Act deserves to be more 
widely known. In Europe, the general legal view is that 
all associations are illegal, unless permitted by the law. 

An unregistered society would not be a bodjr corporate ; 
it would be megal; it could not sue or be sued ; it could not 
be voluntarily wound up^ ; it could not enter into contracts; 
it -could have no legal rights over property and every 
individual member would be liable to be sued by any or all 
of the creditors for the debts of the Society. It would 
not enjoy any of the privileges--exemption from Income- 
Tax, Stamp duty. Registration-fees, etc. Unregistered 
Co-operative Societies are common in Germany and are 
found elsewhere^: the members assvune considerable risk 
in order to avoid restrictions as to accounts, audit, etc. 
Such societies cannot enforce their by-laws.3 

^ Tho Coort could order it to bo wound up under Part IX of tlie 
Indian Companies Act. 

‘ ‘ Owing largely to tbe imperfections of tbo ItaUan law, only a 
limited number of Co-operative and Friendly Societies and Village Banks 
have registered themselves. Application for registration bas to be made 
to tbo local Court of Justice, and the vagueness of tbe law has allowed 
prejudiced judges to insist on tho insertion of unreasonable conditions or 
to refuse registration on arbitrary grounds.’ (Italy To-day, p. 196). 

^ The objeet of registration under this or the Companies Act is chiefly to 
facilitate business. If a man is to do business with 11 partners in Banking 
or 21 partners in Commerce, he must know who they are and where they 
live. So that if necessory he can sue them. On the other hand, tho 
partners would find litigation very troublesome if they have all to bo 
joined as plaintiffs or defendants. If the number of partners increases, 
litigation would become almost impossible, and credit would cease. 
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There is nothing in this Act to prevent a Co-operative 
Society from being registered under .the Companies Act, 
and where the promoters do not wish to follow co-operative 
principles in their entirety or object to official control, it is 
preferable that they should register under the latter Act 
rather than seek exemption by the Local Government 
under sections 45 and 46. "When such-a society applies to 
be registered under this Act, it is an act of purely voluntary 
selection and the Registrar has the right to point out that 
they have an alternative course, if they do not fall in with 
his requirements. Madras insists, that, before registering a 
society, the Registrar shall satisfy himself that it has 
reasonable chances of success with reference to local con¬ 
ditions. If he refuses to register, he must record a brief 
statement of his reasons for such refusal and the applicants 
receive a copy free of cost. All orders of the Registrar ate 
open to revision by Government, and an appeal lies against 
a refusal to register. 

iMMtfcd may mean limited to the amount, if any, unpaid 
on the shares respectively held by the members, or limited 
to such amount as the members may respectively under¬ 
take to contribute to the assets of the society in the event 
of its being wound up (limited by guarantee). The liability, 
of course, is for the debts of the society in the event of its 
liquidation [ef, Burma Act, section 2 (c)]. The Madras Act 
says the members shall, on its liquidation, be jointly and 
severally liable for and in respect of all its obligations. 

The siun for which individual members are liable must 
not be less than the share value; and the amoimt of liability 
attaching to each share must be fixed by the by-laws. A 
reduction of the amount of liability attaching to each share 
should only be effected after publishing a notice in tlie papers 
and informing creditors, because it is for the creditors’ money 
that the liability exists. A company carmot reduce the 
liability on each share without reconstitution. It can, 
however, reduce the number of shares (and so the total 
liability). To any such reduction the sanction of the Court 
is necessary. 

Z dahilitv of rmmbets .—^In the German Act “ all persons 
becoming membeW incur liability also for the engagements 
contracted previous to their entry ” this is the ordinary 
company rule and it apparently applies in India. See sections 
23 and 24 “ debts as they existed at the time of his ceasing 
to be a member (or decease).” These obviously include 
all debts. In the Irish rule, however, each member is 
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declared liable only for tbe debts incurred and loans advanced 
duiing bis membersbip. Such a rule may place a crusbing 
penalty on tBe oldest members. In some Russian credit 
societies, liability is limited to twice tbe amount of credit 
opened to members. 

In Swedish societies a member’s borrowing rests on 
tbe area (not more than bis actual land) for wbicb be elects 
to enter tbe society ; and bis bability is similarly based. A 
man may own twenty acres, but “ enter ” for only ten. 

Proviso (1).—Tbe proposal that tbe Registrar should 
have a discretion in tbe matter was wisely dropped. 

Non-agrioultural societies with limited liabibty require 
special care as they show a tendency to forget true co-operative 
principles. Tbe fifth conference (1911) expressed tbe opinion 
that such societies should be encouraged but that they 
should be confined to as small a scope as possible and that 
in all cases tbe recording of tbe purposes of tbe loan must 
be insisted upon. Further tbe Committee of tbe society 
must see that tbe loan is applied to the purpose for which 
it is given. Without this safeguard such societies were 
quite likely to lead to increased indebtedness. 

Tbe Committee on Co-operation thought that as a 
general principle, babibty in non-agrioultural credit societies 
should be limited only— 

(1) when tbe clientele is fairly well-to-do; 

(2) when owing to local conditions fuU mutual 

knowledge cannot so easily be secured among 
tbe members; and 

(3) when the share capital is adequate to the business 

imdertaken. 

^ It is very important in such societies to limit dividends, 
to insist on punctual repayment and to fix maximum loans 
for each member: ordmary banldng principles should be 
strictly adhered to. 

Unlimited bability is of course tbe earber and ordi¬ 
nary form of bability that prevails throughout all business 
by individuals and unregistered partnerships. It is universal 
except where specially replaced by limited babibty under 
some law. Limited liability was aUowed to Co-operative 
Societies in England in 1862, almost as soon as it was per¬ 
mitted to tbe ordinary commercial company.^ 

^ Pay. Co-operation at Home and Abroad, pp. 353-354 (2nd Edu.). 
In Germany the lair of 1867 prescubed unlimited liability for all societies; 
in 1889 limited liability ivas permitted. 
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■\^Tiere a society is not a body corporate, as in an un¬ 
registered society, unlimited liability means that any or all 
tbe creditors may sue any single member for their debts. 
In a registered socict)', liability refers to tbe contributions 
which a liquidator may levy under section 42 (2) b. It is 
liability to contribute which can only be enforced upon the 
winding-up. An exception in favour of the Cro^ni is 
embodied in section 44 whereby liability may be enforced 
without the society being wound up. In Germany, societies 
do not appear to be bodies corporate and any creditor may 
sue any member and leave him to recover from his society. 
Under the English Friendly Societies Act, also societies arc 
not bodies corporate. 

Unlimited liability is made legally obligatory in rural 
credit societies, as it is the cheapest means of securing the 
interests of depositors and so of providing funds for members. 
It is a practical necessity in a poor community, but it is 
found to possess so many advantages that, even apart from 
this, its retention is desirable. 

It must be real and members must not be allowed to 
slip out of it [c/. secs. 14, 23, 24, 42 (2) 6]. 

It must not be limited by any act of a single member. 
For instance, members should not be allowed to pledge their 
unlimited liability in more societies than one. The model 
rules of a Raiffeisen Society prescribe that persons who 
already belong to another credit a.'ssociation with unlimited 
liability may only acquire membership if they declare 
forthwith their withdrawal from such other society. This 
condition is usually present in all model by-laws issued in 
India. 

Also members .should not be permitted to enciunber 
their property by mortgage, etc.; if this be done, proceed¬ 
ings should at once be taken to recover any outstanding 
loan, and to e&pel the member. The Committee on Co- 
operation (para. 4) did not think that unlimited liability 
carried with it any obligation against alienation. But u a 
member, having pledged his unlimited liability to his society, 
proceeds to encumber or dispose of his material possessions, 
what becomes of the security he offered to depositors ? 

The above does not refer to borrowing from a co¬ 
operative mortgage bank, but his borrowings from such a 
bank should be reported to bis primary credit society. 

The Local Government is given power to relax the rule 
of unlimited liability to meet special cases; if for instance 
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a local magnate, wliose sympathy and assistance it is 
important to secure, desires to become a member but does 
not care to assume a liability which is wholly without limit, 
in such a case his liability may be limited to the amount of a 
guarantee. Such was the original intention of the Govern¬ 
ment of India but the first conference (1906) held that large 
land-owners can best assist the movement by 'financing 
societies and, while standing apart from participation in 
their management, by helping the managing body by 
advice as may be necessary and showing an interest in the 
societies’ progress. 

It would be not co-operation but charity, if a rich man 
i oined the society solely to hdp his poorer fellows. Members, 
in joining, must be actuated by a desire to help themsel-ves. 
The early confusion of ideas here and elsewhere is interesting. 

Unlimited liability having been adopted to increase the 
security ofEered to outside depositors, the menrbers must 
adopt certain measures to protect themselves against the 
risk involved. The first measure is to restrict membership 
to a small area so as to ensure close personal knowledge of one 
another’s business, position and character [sec. 6 (o)]. 

The second is to secure close supervision over 'the 
employment of borrowed money. The third is publicity 
within the society as a member must know what he is 
liable for. The fourth is the steady creation of a reserve 
fund \cf. sec. 33 and rules under sec. 43 (p)] to serve as a 
bufier between the creditors and the members. The smaller 
the reserve fund, the greater is the real liability ; but as 
the reserve fund grows, the liability declines. 

The fifth is restriction on transfer (sec. 14) and on 
withdrawal (sec. 23). 

The sixth is the fixing of a limit on their own liability 
(sec. 30). The members should every year agree upon a 
maximum sum, up to which their society may borrow and 
along with this they should fix a maximum credit for each 
member. If the Committee exceed these limits they are 
legally personally responsible for any loss the society may 
sustain. 

By observing these precautions and by carefully confining 
loans to members selected for their honesty, the dangers 
involved in unlimited liability are reduced to a minimum. 

In unlimited liability societies, the share does not 
represent the member’s portion of the capital nor does it 
determine his liability. A member may take more than 
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one share to increase the stability and utility of the society 
and to encourage thrift. In pure co-operation no diridend 
is paid on shares in excess of the ordinary interest rate. 
Presumably, in determining contributions under section 42 
(2) b, the liquidator would not be guided by the number of 
shares held by individual members. 

Unlimited liabilily renders desirable the exclusion of 
women and minors. In the former case the value of their 
liability is extremely doubtful, in the latter case it does not 
legally exist. 

Note the wording of proviso (2), no society should be 
allowed to acquire a share in a society irith unlimited 
liability for obvious reasons of prudence. The Madras Act, 
by section 5, makes provision for a change in liability. The 
previous sanction of the Registrar is required and every 
member and creditor has to be notified in writing and ^ven 
opportunity to withdraw shares, deposits or loans as the case 
may be {cf. Appendix HI, p. 311). 

The Indian Centeal Banldng Enquiry Committee 
understood that the present Act does not proride for the 
registration of societies of an All-India character, like the 
Indian Provincial Co-operative Banks Association or the 
AH-India Co-operative Institutes Association, operating 
over more than one province. They recommended that the 
Act should be amended to provide for such registration. 

It is not easy to understand this recommendation. 
There is nothing in the Act to prohibit such registration, 
and the wording follows closely that of the Indian Companies 
Act under which associations operating all over India are 
freely registered. 

Re^rioUons 5, "WiLere the liability of .the members of a 
of member Booiety is limited by i^ares, no member other than a 
registered society shall— 

(®) iif^ore than such portion of the share- 
capital. capital of the society, subject to a 

mariTun m of one-fifth, as may be 
presmhed by the rules; or 
(b) have or claim any interest in the shares 
of the society exceeding one thousand 
rupees. 

The Burma Act prohibits registratiou of a society as 
limited by shares nul ess itshy-laws prescribe these couditions. 
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The Bombay Act has :—“ (6) have or claim any interest 
in the shares of the society exceeding three thousand rupees : 
provided that if the society is a housing society a member 
may have or claim an interest in the shares of the society 
not exceeding Bs. 10,000.” Madras adheres to the old 
wording above. 

Capital here means the funds contributed or guaranteed 
by shareholders or members.^ Share-capital is commonly 
classed under three heads; authorised capital: being the 
amount of share-capital which a society (or Company) is 
authorised by its by-laws (or articles) to raise; subscribed 
capital: being the total value of the shares taken up by 
members, that is the sum which the existing shareholders 
have undertaken to pay up or the sum of their total liability; 
and paid-up capital: being the amount of share capital 
actually paid up out of the sum (subscribed capital) which 
they have undertaken to pay. The difference between the 
subscribed capital and the paid-up capital represents the 
reserve liability of the members. In a society of limited 
liability, this represents the mai^um sum which a liquidator 
can call up by way of contribution [c/. section 42 (2) 6]. 

• In limited liability societies, under German law, an 
additional share cannot be acquired till the last one taken 
has been fully paid up. Italy goes further and does not 
allow any unpaid h'ability at all.® 

Under the Companies Act no subscriber of the memo¬ 
randum is permitted to take less than one share and this 
should be applied to Co-operative Societies and the joint 
holding of a share should be forbidden. 

• The first condition is usually extended to unlimited 
liability societies by by-laws; but in these societies it is 
the accepted rule in pure co-operation that no member 
should have more than one share—a rule not followed in 
India. It is a dangerous situation as more shares may 
mean more profits without more liability. This section 
does not apply to unions whether for banldng, guarantee, 
or other objects. The principle is characteristic of Co¬ 
operative Societies and is designed to exclude the mere 
seeker after profits. He is further debarred by section 33 and 
rules under section 43 (r). Clause (6) restricts acquisition of 
rights by mortgage. Cf. section 14 which makes the transfer 
or charge of shares or interest subject to this maximum. 


1 Fmdlay Shirras: Indian Finance and Banking, p. 406. 
• Darling: Co-operation in Germany and Italy. 
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This restriction may be removed by general or special 
order of a Local Government passed under section 46 {q,v.) 
and the Committee on Co-operation considered that the 
statutory limit may be raised to some higher figure such as 
Ks. 5,000 or Rs. 7,500, where difficuHy is experienced in 
raising sufficient share-capital for Central 'Banks but added 
that in such cases precautions should be taken to ensure 
that each shareholder should not be allowed more than one 
vote (c/. sec. 13].* 

In the Industrial and Provident Societies Act and 
in most Acts of other countries relating to co-operative 
societies, a similar restriction on the amount of interest a 
member may hold is to be found. 

In Italy, if a mmber by inheritance acquire more 
than the maximum limit of shares, he is not entitled to 
any share of profits on the excess number and must sell 
them. If he does not sell them then the society may sell 
the shares and hold the proceeds at the members’ disposal. 
This condition is now finding a place in the model by-laws 
of Indian provinces. 

Interest here (and in secs. 14, 20, 21 and 22) means 
not, of course, interest on capital but the whole stake of 
the member in the funds of the society. 


of r^istra- society, Other than a society of which 

tion.* a member is a re^tered society, shall be registered 
under this Act which does not consist of at least ten 
persons above the ag;e of eighteen years and, where 
the object of the society is the creation pf funds to 
be lent to its members, unless such persons— 

(a) reside in the same town or village or in 
the same group of villages; or, 

(J) save where the Registrar otherwise directs, 
axe members of the same tribe, class, 
caste or occupation. 

(2) The word " limited ” shall be the last word 
in the name of every society with limited liability 
registered under this Act. 


In some Central Banks in the Punjab, this restriction was relaxed, 
but this led to obvious disadvantages. Tor the Bhola Motor Ownera 
Co-operative Society Ltd., Bakai^nj, Bengal, the limit has been fixed 
at Bs. 5,000. 
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Burma adds after “ limited ” “ or the vernacular equiva¬ 
lent ” ; and adds " wherever the name appears Also cf. 
section 12 of the Burma Act. 

Persons : section 3 (39) General Clauses Act (X of 1897) 
prescribes that “ person ” shall include any company or 
association or body of individuals, whether incorporated 
or not. In England it would seem that a corporation or a 
partnership could not be a member, and Bengal now by 
rule specially excludes a joint-stock company. 

Gf. Indian Companies Act, any seven or more persons 
associated for any lawful purpose, may form a company. 
In England, Germany and South Africa, the minimum for a 
Co-operative Society is also seven. In New York State, 
Finland, etc., it is five.^ Out of thirty-three state laws in 
America, four insist on 3 persons, eighteen require 5, four 
require 7, one 10, one 20, two 25 and three make no provision. 

Clause (1) does not apply to unions or most Central 
Banks. 

The House of Lords Committee recommended that 
the number of (primary) Banks combining to form a Central 
Bank should not be less than seven and this is the number 
which is prescribed by the Japanese law of 1921 for a 
federation or union of societies. 

(a) Gf, section 4 (2) such a society, unless the majority 
of members are not agriculturists, must have unlimited 
liability and therefore a limited area (see p. 83). A non¬ 
credit society (e.g., stores) is not subject to unlimited liability 
or limited area. 

Above the age of eighteen years .—This condition is 
prescribed at the time of registration but the provision made 
in section 4 (6) of the old Act for the maintenance of this 
qualification among members afterwards was not retained in 

^ In Finland, for practical reasons it has been found necessary to 
prescribe for mral Banks that they must hare at least fifteen members 
at the start, and if a Co-operative store is started, the majority of whose 
members are persons of small means, it is in most cases necessary to fix the 
minimum number of members at 200 to start with. (Co-operation in 
Finland, p. 71.) 

In Quebec, 25 members are required in agricultural associations with 
limited liability. In Saskatchewan. 5 farmers are required for agrieultural 
non-credit societies. The proportion of agriculturists must be 75 per cent, 
and no transfer of shares is allowed which would reduce the total number 
of agriculturists below that percentage. Soumaiiia proposes seven for an 
agricultural co-operative society, co-operative producers’ society or co¬ 
operative sale society, and at least twenty for other forms of co-operative 
societies. 
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the new Act Tie sixth conference considered that minors 
•should not necessarily be debarred from becoming members 
when they were heirs of deceased members The Madras 
Act has “ who have attained the age of majority ” 

Cf notes to sections 14, 22, 43 {n and d) In limited 
liabihty societies, the admission of mmors must depend 
on whether the shares are fully paid up or not In the 
latter case the mmor cannot be called to pay the reserve 
habihty 

In unlunited liability societies, there is no object in 
admittmg mmors as (1) they cannot mcur liability, and 
(2) they cannot obtam loans except perhaps for necessaries 
The decision rests with the society and they would be wdl 
advised to exclude mmors Subject to the provisions of 
, section 22, the questions of the relations of a society to the 
minor heirs of deceased members, is left to the operation 
of the ordinary law 

Reside —^The proposal to add “ or holds property in” has 
been frequently discus'»ed and has met with much support 
but was negatived Bombay and Madras have not adopted 
this m frammg their Acts Be<ndence is essential in order 
to secure full mutual knowledge The fourth conference 
(1909) favoured a proviso “ provided that an agriculturist 
who resides m another viUage but uhose prmcipal holdmg 
IS in the village where the Co operative Credit Society is 
situated, should not be debarred from joining the societv,” 
but this was not adopted 

The field of the societv should be sufficiently restiicted 
to allow members to be mutually acquainted and to be in a 
position to exercise an effective mutual control The 
essential prmciple is that societies should ordinarily consist 
of member', so closelv m touch with one another that they 
are willmg to be, and can be both m name and m fact, jointly 
responsible (Committee’s Eeport) ^ 

It 18 one of the principles of co operation that societies 
should be open to all fully qualified [cf notes to sec 43 (j)], 
in order to prevent them from becoming unuieldy the area 


^ The mom cbaraotenstic of this ba«ic -unit or local rural co operative 
credit society is that the area from nhich the memben are recruited is so 
restncted that all members or at least the officers may knou personally 
every person admitted to membmuhip Indeed this is the first essential 
for not o herwise can be obtan ed that full and regular attendance at 
meetings and that personal acquaintanceship m iking for fnendly relaOons 
and mutual confidence ■which crcite and uiaintam the true spirt o co 
operation (Herricl p 401 ) 
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should be brmted This clause indicates that the type 
considered most smtable is that of Raiffeisen and not of 
Schulze 

Clause 1 (6)—“Same class,” eg, soldiers of one 
regunent 

Mr IVolff apparently objects to this he considers 
that a mixtuie of classes and vrants makes for strength, 
but experience teaches that homogeneity of membeiship 
makes for success 

Clause 2—^Follows the Compames Act See notes 
to section 4 

This includes societies limited by guarantee and umons. 
A society would not be registered by the name of a Company 

There are thus three conditions for a credit society 
failure to retam ten members may lead to cancellation of 
registration (sec 40) but breach of conditions (o) and (6) 
above does not involve cancellation unless this is provided 
for m the by-laws (see notes to sec 40) 4pparently by laws 
defimng the area oi the tribe should be declared compulsory 
under section 43 (c) 


7. When any question arises whether for the Power of 
purposes of this Act a person is an agricultuiist oi deSde'cer- 
a non-agiiculturist, or whether any person is 
resident in a town or village or group oi villages, or 
whether two or more villages shall be considered to 
form a group, or whether any person belongs to any 
particular tribe, class, caste, or occupation, the 
question shall be decided by the Registrar, whose 
decision shall be final 

Instead of ‘ for the puipos^s of this Act,” Bombay has 
“ for the purpose of the formation, oi registiation or contm- 
uance of a society under this Act ” 

Burma has (section 13) “ The Registrar shall decide all 
questions as to whether anv apphcation conforms to the 
requirements of section 12 and whether the objects of the 
society are in accordance with section 3 ” 

It IS mteresting to note that the term “ agriculturist ” 

13 not defined and that the Local Government was not given 
power to define it by any rule under section 43 In the 
Punjab the Land Ahenation Act of 1900 defined the expres¬ 
sion but the Registrar would not be bound by that 
c, esA 


7 
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Agriculturist: one occupied in cultivating the ground 
(Century Dictionary). 

8. (1) For purposes of legiskation an applica¬ 
tion to register shall be made to the Eegistrar. 

(2) The application shall be signed— 

(o) in the case of a society of which no 
member is a registered society, by at 
least ten persons qualified in accordance 
with the requirements of section 6, 
sub-section (1); and 

(b) in the case of a society of which a member 

' is a rostered society, by a duly 
authorised person on behalf of every 
such registered society, and where all 
the members of the society are not 
registered societies, by ten other 
members or, when there are less than 
ten other members, by all of them. 

(3) The application shall be accompanied by a 
copy of the proposed by-laws of the society, and 
the persons by whom or on whose behalf such 
application is made shall furnish such information 
in regard to the society as the Registrar may 
require. 

Burma adds after “ society ” in line two of clause (3) 
which shall state the objects of the society.” 

See notes under section 43 (6). 

Cf. Indian Companies Act, section 9. The memorandum 
shall be signed by each subscriber in the presence of at least 
one witness who shall attest the signature, 

“ Sign ” with its grammatical variations and cognate 
expressions shall, with reference to a person who is unable to 
write his name, include “mark” with its grammatical 
variations and cognate eaqjressions. [General Clauses Act, 
sec. 3, cl. 62.] 

The words ‘‘ duly authorised ” in clause (2) (6) sugg^t 
that a copy of the resolution of the society authorising the 
person to sign should be produced. 
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The application must be in writing and the by-lawrs 
(which correspond to the Articles of Association) must 
be recorded. 

In order to overcome suspicion at the beginning, it 
is essential to start writh a well-considered set of by-laws 
preferably with one that has already worked successfully. 
Alteration of the by-laws at the outset is sure to retard the 
growth of confidence, especially in societies of unlimited 
liability {cf. Ransom). In the New York State law relating 
to co-operative agricultural, daily and horticultural associa¬ 
tions, the by-laws need not be submitted before registration, 
but there must be a general meeting witliin thirty days after 
incorporation to adopt by-laws regulating the conduct and 
management of the association. 

In the Act itself no by-law is prescribed, but both in 
England and Germany the by-laws submitted with the 
application must deal with certain points [see notes to 
sec. 43 (c)]. In India it is obvious that the by -laws must 
prescribe the area and tribe, etc. [sec. 6 (1) a and b] and the 
address (sec. 15). 

In England and Germany the names of the Committee 
must be submitted with the application. 

The Act does not confCT upon a society power to make 
by-laws, it must draft its by-laws prior to registration 
(clause 3 above) and may amend these (sec. 11). As the 
Registrar must approve before registration he is practically 
given power to impose model by-laws, in addition to any 
prescribed by section 43 (c). It is worth noting that (differing 
from the Companies Act) a member is not necessarily entered 
as such in the register of members, that signatures to the 
memorandum need not be attested and that the appearance 
of his name in the register is not prima facie e^ndence that 
he is a member. The matter is left to rules under section 43 
(d). It is also to be noted that the ten signatories become 
members of the society on registration Xcf. definition of 
“ member'”) and form a noteworthy exception to the general 
rule that members must be elected. 

Clause 3.—^Mr. Brabrook, Chief Registrar in England, 
w’rites that: " it is not far from the truth to say that the 
legislature had been learning from experience that the best 
service it could render to these societies was to pass their 
rules under the eye of a person skilled in the art of expressing 
in clear and simple language the legal conditions under 
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whicli the members of associations were to be allowed to 
combine for beneficial purposes,”^ 

Tlie last words of section 9 make it clear that both 
society and by-laws require registration, but while there 
may be a registry of by-laws apart from the registry of the 
society, the registry of the society must be of a society with 
by-laws. The Registrar ought to endorse the by-laws in 
token of registration. Each society should have a copy of 
its by-laws so endorsed. 

The by-laws are binding on a society us well as on the 
members, they form the contract between the society and 
its members and that contract can only be altered in the 
mode prescribed by the Act or rules. As between the society 
and its* members a course of dealing at variance with the 
rules, for whatever length of time it may be pursued and 
acquiesced in, is of no validity whatever.^ 

Madras empowers the Registrar, before registering a 
society, to make such alterations in the draft by-laws 
submitted as he may deem advisable, provided that the 
consent of the applicants to such alterations is obtained. 

tra- 9 , If the Registrar is satisfied that a society 
has complied with the provisions of this Act and tlie 
rules and that its proposed by-laws are not contrary 
to the Act or to the rules, he may, if he thinks fit, 
register the society and its by-laws. 

Burma bas for from " he may ” : " he shall, unless for 
reasons given to the applicants he secs fit to refuse, register 
the society.” In practice, the difierence may be small, 
but so long as the Registrar carries the responsibilities 
described on pages 81 and 82 and so long as tbo movement is 
to a considerable extent dependent on State aid, the Registrar 
must be given full discretion to register or not. 

1 This submission of rules to a sjicdnl authority for approval is 
everywhere insisted upon, e.g., Austria—c/. also Italy—Monographs Ii, 
p. 129 ‘ us the members arc.asarule, but little versed in the lews ofbusiness, 
the law, to afford them protcotion, requires that societies shall 
formation to a public notary in tho presence of two witnesses and the Court 
must verify tho legality of their formation,’ The South African Act 
follows tho Compames Act and appends model regulations and pretenbes 
that these shall form part of tho regulations of tlio society except in so 
far as the regulations registered are inconsistent with or exclude or inoaify 
them. 

‘ Wurteburg; Law relating to Building Societies (4th Edn.), p. 
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The Eegistrar of Companies has no such discretion, 
but pre<5mnably he would not register a Company whose 
articles were contrary to the Act Of Indian Compames 
Act, section 24 (1) In South A.fnca, the registrar submits 
the application to the minister of agriculture who may 
in his discretion veto the legislation of any society, but if 
■Rithm a period of one month he shall not exercise his right 
of veto, the Eegistrar shall register ^ A society does not 
acquire privdegea until it is registered (i e, re stamp dutj, 
registration, income tax etc) 

From this pomt onwards the phrase “ registered society ” 
IS used and the Act only appbes to these The first eftect 
of registration is to remove liie societies from the operations 
of the Indian Companies Act 

See note to section 43 (2) (c) 41though not mentioned 
the usual restriction may be presumed that the name 
must not be identical with that of an existing society 
There is no appeal provided for from an order refusing 
to register But this may be provided for by rule, the 
Bombay and Madras Acts allows an appeal to government 
within two months of the date of the communication of 
the order 

In the English Act it is provided that the Eegistrar 
shall issue an acknowledgment of r^stry This is necessary 
(see sec 10) and should be prescribed bv rule under section 
43(6) 


10. A certificate of registration signed by the Evidence of 
Registrar shall be conclusive evidence that the 
society therein mentioned is duly registered unless 
it IS pioved that the registration of the society has 
been cancelled 

Of Compames Act, section 24 (1) where, however, the 
certificate is “ given ” by the Eegistrar " Duly regis 
tered ” apparently means that section 9 has been complied 
within its entiretj so that the certificate is conclusive 
evidence that the provisions of the Act ha^e been duly 
comphf>dwith Thus the two Acts agree 
For effects of registration, see section 18 
Such a certificate would suffice against a claim to 
income tax A certificate beanng the seal or stamp of 


^ The application goes to the minister because he grants e\tensivo 
financial nsustmce 
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the central office shall be received in evidence -without 
further proof, and every document purporting to be signed 

by the Registrar.shall, in the absence 

of any evidence to the contrary, be received in evidence 
without proof of the signatrje (Friendly Societies Act). 

The certificate is a conclusive answer to any objection 
relating to registration and at once enables a society to 
enter into contracts. It is prima facie evidence that all 
the provisions of the Act have been duly complied with; it is 
conclusive evidence of a society’s coiporate existence. 

This section follows the Friendly Societies and Industrial 
and Provident Societies Acts. 

The certificate would also serve to exclude evidence 
that a society was not really co-operative or was not what 
it claimed to be. It would -thus serve to deprive Civil Courts 
of jurisdiction in certain eases and confine malcontents to 
resort to the registrar under sections 35 and 36. 

mernoithe 11* (1) amendment of the by-laws of a 
Jy-iaws registered society shall be valid until the same has 
sodciy.®*^ been registered under this Act, for which purpose a 
copy of the amendment shall be forwarded to the 
Registrar. 

Burma inserts after *' amendment ” in the first line 
whether by way of cancellation, addition or alteration. 

Bombay inserts after “ valid ” until approved by 
the resolution of a general meeting and registered. 

(2) If the Registrar is satisfied that any amend¬ 
ment of the by-laws is not contrary to this Act onto 
the rules, he may, if he thinks fit, register the 
amendment. 

Bombay omits “ if he thinks fit.” 

Burma makes it obligatory (shall) to register “ provided 
that the Registrar may for reasons given to the society 
refuse to register the amendment.” 

(3) When the Registrar registers an amend¬ 
ment of the by-laws of a registered society, he shall 
issue to the society a copy of the amendment 
certified by him, which shall he conclusive evidence 
that the same is duly registered. 
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In the case of Companies an alteration of the memo 
landum of association requires confiimation b}' the Court here 
it requires approval of the Eegistrai The memorandum of a 
Co operative Society must co^orm to section 4 41teration 
of the bv laws of a Companv can be carried out bv special 
resolution Local Governments usually have made rules 
reqmrmg a ma]onty at a general meetmg at which a certam 
proportion (two thirds) of the members must be present 
Mamtoba msist® upon this two thirds majonty as weU as 
upon the approval of the Registrar 4 Co operative Society 
could not alter its bv laws so as to conflict with the plo^ isions 
of the Act or with co opeiative principle** Ihe whole 
section IS taken from the Rnendly Societies Act Clause 2 
merely reproduces section 9 

Amendment ordinarily means the act of makmg better, 
correction improvement but m this sense it means any 
alteration or change cither by wav of correction or addition 
(Century Dictionary) The Enghsh Act says it mcludes a 
new rule and a resolution rescmdmg a rule It may even 
amount to a complete substitution of an entire set of rules 
for the existmg set and bearing at ihe beginning the words 
“ all previous rules rescinded In New York State law on 
CO operative productive societies “ the power to amend 
shall mclude the power to mcrease or dimini sh the amount 
of capital stock and the number of shares, but such amount 
shall not be dimimshed below the amount of paid up capital 
at the time the amendment is ndopted ” Great care is 
required m seeing that this section is properly comphed 
with No by laws can be acted upon unless they have 
been registered and any action m accordance with un 
registered amendments might be held to be illegal In 
an English ruhng the presidmg judge stated that these 
societies cannot depart from their estabhshed rules or neglect 
to comply with the Act m the mode of altermg or repealmg 
them, without exposmg their property to dinger and 
themselyes to great expense loss and inconvemencc ” 

The original lules hold good until amendments haye 
been registered The provision as to appeals from a refusal 
to register a society v ould presumably applv to a refusal to 
register an amendment of a bvlaw 

Bombay allows an appeal to Government from any 
order or decision of or sanctioned by the Registrar This 
appears to allow an appeal from an order registermg an 
amendment The Mairas Act has In case of refrisal. 
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an appeal stall lie to tte Local Government within two 
months from the date of the issue of the order of refusal by 
registered post. 

The Act prescribes no period within which an amendment 
shall be tendered for registration. In South Africa, the 
Act fixes a limit of one month. The minister of agriculture 
can refuse to allow the alteration. 

Rights and liabilities of members. 

Member not 12 . jfo member of a registered society shall 
rights till exercise the rights of a member unless or until he . 
menfmade. has made sucli payment to the society in respect of 
membership or acquired such interest in the society, 
as may be prescribed by the rules or by-laws. 

Burma has:—“ No person shall exercise.” 

Cf. Model articles, Indian Companies Act “ No member 
shall be entitled to vote at any general mcetm'g unless all 
calls or other sums presently payable by him in respect of 
shares in the Company have been paid.” 

The Madras Act allows the persons who have signed the 
application for registration to meet a Committee to conduct 
the affairs of the society for a period of three months from 
the date of registration or for such further period as the 
Registrar may consider desirable. This Committee is to 
cease to function as soon as the members of the society have 
elected a Committee in accordance with its by-laws. 

Rights md liabilities of members are dealt with in various 
sections of the Act, in rules under the Act, and in the 
by-laws. 

A member must be elected by the Committee [sec. 
43 (d)] before he can be admitted {cf. definition); thereupon 
after payment of any prescribed fees, share instalment, etc., 
he becomes entitled to exercise the rights of a member, 
including all the benefits of the society. He may attend 
pneral meetings* [sec. 43 (/) rules] and vote thereat (sec. 13) 
including voting for the Committee [sec. 43 {^)]; he may, 


^ The power of the members is supreme but it may be exercised only 
at meetings regularly assembled, at Mrnich a majority prevails (Henick, 
p. 247). Hence the great importance of the right of members to insist 
on a general meeting being summoned. 
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in collaboration with the niunbei of members prescribed 
in the by-laws, insist on the Committee calling a general 
meeting ; he is entitled to obtain a loan for specified purposes 
approved by the Committee if his security is good and 
subject to lus maximum credit; he is entitied to deposit 
his sa\dngs in the society [sec. 43 (c)] if the society can employ 
the money usefully; his share or interest is exempt from 
attachment (sec. 21 ); he may fransfer this share or 
interest subject to certain conditions (sec. 14) though he 
still remains liable for two 3 'ears (sec. 23); he can nominate 
a person to whom payment shall be made on his death [sec. 
43 (»)]. He is entitled to a share of the profits when these 
are distributed [sec. 43 (r)] and is exempt from income-tax 
thereon (sec. 28). He is entitled to a copy of the rules or 
by-laws (on payment) and also to a copy of the annual 
return and balance-sheet (free). He may inspect the 
books at all reasonable hours at the society’s office, except 
the deposit and loan (?) account of any other member.^ 
He has a right with others to call on the Eegistrar to hold 
an inquiry (sec. 35) and (sec. 39) to applyr for dissolution. 
He can appeal against the order for dissolution [sec. 39 (2)]; 
on his death the disposal of his share (sec. 21 ) is regulated 
and his liability (sec. 24) is limited to one year. He may 
institute proceedings against officers of the society for 
ofiencea committed. Finally he has the right to withdraw 
if he disagrees mth the decision of the majority. In un¬ 
limited liability societies this is a very important right indeed 
as it enables a member to withdraw before a liability is 
incurred to which he objects (c/. sec. 23). He is not entitled 
to a share of the reserve fund (sec. 33), nor to sell his share 
to any one not approved by the Committee. 

'-^These rights are protected by the rule of one man one 
vote and by the prohibition of proxy voting, so that a member 
who attends a general meeting can be certain of a 
heating from those who are gou^ to vote on the point under 
discussion. 


^ According to the writers of the book on the English Acts, published 
for the Co-operative Union, Slanchester, this pnvilege of unlimited 
inspection had become much abused, and was often used not so much for the 
general good of a society as from self-inteiested motives, and for the 
satisfaction of a member’s personal vanity. This pouer of individual 
inspection is now limited to a member’s own account, and the book contain, 
ing the names of the members. 'Wherever there is real cause for enquiry, 
it only needs ten members to apply to the Registrar for one. The Registrar 
will then appoint a competent person to make a thorough enquiry' and 
report. 



106 


THE CO-OPBBATIVB SOOIBIIBS ACT. [s. 13» 


In British Columbia (Co-operative Associations Act, 
1920), in associations for dealing with agricultural products, 
no member shall be entitled to vote at any general meeting 
or be appointed a director of the Association unless he has 
sold his main crop or produce of the year through the 
Association, or undertakes in writing to do so during the 
ensuing year or has received consent of the directors to 
dispose of this crop or produce otherwise. 

This section says nothing about liabilities, and a 
member cannot escape from these by withhol^ng any 
payment prescribed. One who merely signs the appli¬ 
cation [secs. 2 (c) and 8] incurs all liabilities for two years 
(sec. 23) even if he withdraws at once. He must assume 
joint liability and becomes unconditionally bound by all 
the rules [sec. 43 (d) notes] ; he is liable to expulsion [sec. 
43 (»n)] and may be called upon to contribute to the as-sets 
of the society [sec. 42 (2) (6)] even though debts were incurred 
prior to his admission. His chief protection is his right to 
obtain all the information required concerning the solvency 
and good management of the society. 

Under the by-laws, a certain proportion of members 
may insist on a general meeting being called. The Madras 
Act includes this; the Committee may at any time call a 
general meeting and shall call one when required in writing 
by the Eegistrar or the financing bank or from such number 
of members as may be specified in the by-laws. In case of ’ 
default, the Eegistrar has power to call the meeting. 

13. (I) Where the liabpty of the members of 
a registered society is n pt^'limit ed by shares, each 
member shall, notwithstanding the amount of his 
interest in the capital, have o ne vote onl y as a 
member in the affairs of the society. 

(2) Where the liability of the members of a 
registered society is l imite d by shares, e a,oh meinb er 
shall, h ave as many votes as may be ^rescrib iOy 
the3.y:laws. 

The Bombay Act says: No member of any society 
shall have more than one vote in its affairs, provided that 
in the case of an equality of votes the chairman shall have a 
casting vote. Madras repeat this for registered societies 
and omits clause (2). 


Votes of 
members. 
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The Burma Act says :—^Each member of a Co-operative 
Society shall have one vote only as a member in the afiairs 
of the society. Provided that a Co-operative Society which 
is a member of any other Co-operative Society shall have as 
many votes as may be prescribed by the by-laws of such 
other society, and may, subject to such by-laws, appoint 
any munber of its members, not exceeding the number of 
such votes, to exercise its voting power. 

(3) A registered society wMcli has invested any 
part of its funds in the shares of any other registered 
society may appoint as its proxy, for the purpose of 
voting in the affairs of such other registered society 
any one of its members. 

The Bombay and Madras Acts omit the words “as its 
proxy 

Madras adds : “ not disqualified for such appointment ” 
after “ members 

See notes to sections 12, 43 (/). T\Tiere members desire 
an enquiry by the Registrar (sec. 35) or dissolution of the 
society (sec. 39), the one man one vote principle is prescribed 
for all societies. 

Clause 1 is, of course, the condition of equitable associa¬ 
tion. A society is an association of individuals with equitable 
participation and control, hence one man one vote. This, 
as the Committee on Co-operation recommend, should be 
the rule in all societies including those with limited liability 
such as Central Banks. In imlimited liability societies 
liability is equal and the Act insists on control being equal. 
The second clause is a concession to the joint-stoci idea; 
in view of the Committee’s opinion it is to be hoped that by¬ 
laws allowing more than one vote to any member will not 
in future be approved by Registrars of those provinces 
which still retain clause (2). Me. Wolff is very clear on 
this point: “ whatever be the value of the shares it 

must be not those which determine the voting power of 
members in the bank. The bank is to be co-operative; that 
means it is to be a union, not of capitals, but of persons : and 
whatever be the holding of each member the voting 
power must be equal as amongst them.” It is this rule 
of equal votes which distinguishes co-operation from 
co-partnership. It is an absolutely essential element in 
any true co-operation and is regarded by nearly all authorities 
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as a fundamental principle.^ Any hardship that might 
appear to be involved is in reality limited by the restriction 
in section 5 on the amount of shares which any individual 
may hold. If this restriction is removed under section 46, in 
case of Central Banks, the strict adherence to this principle 
becomes additionally important. It may be noted that 
even in a joint-stock company there must be a show of 
hands before there can be a poU, on a show of hands one 
man has one vote and there are no proxies allowed. It is 
only when a poll is taken that each member has one vote for 
each share hold by him and proxies are then admitted. The 
capitalist has no place in co-operation and it is entirely 
opposed to co-operative principles that the extent of a man's 
control should depend on the capital he holds in the society. 

V oting by -proxy is n ot.-provided for in the Act except 
in the ^se of corporations or societies which may be 
members. This foUows the English Acts. The general 
rule is that there can be no voting by proxy nnless this 
is specifically allowed by rule or by-law. In Germany, 
it is forbidden (except in the case of corporations and women) 
but under the English Act (which is here followed) it may 
be provided for in the by-laws. The by-laws must be cleat 
and must be strictly adhered to as action taken on a vote 
secured by irregular proxies might be declared illegal. 

The y ^w York State la w on productive co-operative 
societies allows an absent member to send in a written vote 
provided he shall have been previously notified, in writing, 
of the exact motion or resolution upon which such vote is 
taken and a copy of the same is forwarded with and attached 
to his written vote. The VTisconsin State law has the same 
provision. This is not voting by proxy but voting in 
absence. One advantage of'^disallowing free voting by 
proxy, is that the rule of one man one vote is maintained. 


^ It does not appear necessary to latoTir tUe point. The eridence 
as to the existing practice was set*forth in an article hy me, ‘ One man 
one vote ’ published in the Bombay Cooperatirt Quarterly. Iso co-operator 
defends or advocates any other principle, except that in some cases votes 
may vary with the amount of transactions with the society. The newer 
acts of different countries all prescribe one member one vote, and nearly 
all model by-laws in India insist wpon it. 

The most recent adherents ate the Canadian provinces of Sashatch^ 
wan, Manitoba and Quebec and, now 'Bombay, which prescribe that each 
member may only have one vote and may not vote hy proxy. The Enshsh 
Co-operative Union introduced a Bill into Parliament in 1924, prescribing, 
amongst other things, that the word ‘ Co-operative ’ shall he lindted to 
societies which provided for one member one vote in its rules. 
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If a memljer could bring proxies be would have more than 
one vote. 

Sir F. N^olson writing of the German prohibition 
of proxies says: Members cannot exercise their power 
of voting by proxy. The refusal to admit proxies is 
deliberately entered so as to bring the members themselves 
to meetings and get them to take a lively and personal 
interest in the society and its conduct, and to prevent a 
few persons from carrying their personal views by means 
of lightly and ignorantly given proxies. It is a very valuable 
co-operative principle especially where societies are small as 
in the RaifEeisen societies, hlr. Cahill agrees : By prohibiting 
voting by proxy, he writes, the law aims at securing the 
actual presence of members and maintaining in tliis way an 
essential characteristic of a Co-operative Society as a 
combination of persons as distinct from a mere union of 
capital. In Italy also, voting by proxy is forbidden except 
in cases of lawful impediment. 

Miss Webb writes: In all distributive societies in 
England the nile of one member one vote is in practice, 
but unless exercised b]r ballot—as is sometimes allowed 
in the election of committees-^a member can only exercise 
his power by attending and voting at meetings of the society. 
It is therefore counted the duty of every member to attend 
the meetings and take part in the government of his society 
and in a few of the older societies a fine is inflicted u;^on 
members absenting themselves from the general meeting 
without good cause. 

The fourth conference of Registrars wished to have. 
“ no proxies shall be allowed ” inserted in this section and 
applied to aU societies. 

Clause 3 merely allows an exception to the general 
rule that no person shall act as a proxy unless he is entitled 
on his own behalf to be present and vote at the meeting. 
It would obviously be inconvenient if the only delegate a 
primary society could send to the Central Bank was a 
shareholder in the latter Bank. If permitted, the proxy 
should be in writing ; it is apparently exempt from the one 
anna stamp-duty. If considered necessary, the by-laws 
should provide for its deposit with the society before the 
meeting. A Bombay Provincial Conference desired that a 
society should be able to appoint as its proxy a member of 
another society. 
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In large societies, there is a tendency to appoint 
representatives to look after the interests of absent members. 
Ihe distinction is a fine one, but it is clear that where 
membership is 500 and over it should be possible to replace 
the general meeting by a delegate meeting with all the 
powers of the former.^ 

Restrictions 14. (1) The transfer or charge of the share or 
Si share^or interest of a member in the capital of a registered 
interest. society, shall be subject to sucb conditions as to 
maximum holding as may be prescribed by this Act 
or by the rules. 

(2) In case of a society registered ivith 
unljmitedjiability a member shall noLt ransfer an y 
share held by him or his interest in the capi tal of th e 
society or' any part thereof unless— 

.. (a) he has held such share or interest for not 
less than one year ; and 

. (&) the transfer or charge is made to^ the 
society or to a member of the society. 

Bombay and Burma apply this to societies of limited 
liability too, but Madras aiUieies to the old wording. It, 
however, omits “ or charge ” in clause (1). Bombay adds 
“ or property ” after “ capital ” and at the end of (6) adds 
or to a person whose application for membership has been 
accepted by the society. 

See section 5 and notes thereunder, note on unlimited 
liability, section 4. 

“ Interest ” here means personal possession or right of 
control or participation in ownership, the legal concern of a 
person in the society, or the right of enjoyment of advantages 
(c/. Century Dictionary). 

It is the right, title or claim to a share in the society 
or in some of the uses or benefits pertaining to the society. 

In a company, shares are freely transferable as of right 
unless regulated or restricted by the articles. There may 
for instance (c/. model articles) be a rule that the Directors 
may decline to register any transfer of shares, not being 
fully paid-up shares, to a person' of whom they do not 

‘Egger; The Co-opeTative Movement and Co-operative La\r: 
International Labonr Revieio, 1925. 
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approve. The Directors may thus pay regard to the reserve 
liability which might become valueless if the shares passed 
into the hands of paupers and minors. In an unlimited 
liability society, the shares do not apparently influence the 
liability. 

In partnership shares are not transferable, but the 
partners may agree as to a redistribution. In a Co-operative 
Society the selection of members by qualifications and 
election is aU-important; and, where the possession of a 
share is a condition of membership, the transfer of such a 
share must be as carefully guarded as the admission of 
members.^ As the financial security depends on the liability 
of the members, it is necessary to restrain rapid changes 
among those liable. A depositor would never know whether 
his deposit was safe or not it members changed frequently. 
The United Provinces have a irule under section 43 (1) that 
the purchasing member must be approved for that purpose 
by the Committee of the society. 

In a limited liability society transfer to a minor must 
be restricted by rule under section 43 (d), cf. sections 6, 22 
and notes. 

In an unlimited liability society the member is 
presumably over 18 years of age [see sec. 43 (d)], or, as in 
Sladras, “ has attained the age of majority ”. 

The transfer of shares is disclosed in the register of 
members which has to be maintained up to date [sec. 25 
and notes and rule under sec. 43 (w)] but this register is not 
prima facie evidence of the actual transfer but only of its date. 

The retiring member continues liable for contributions 
for two years (sec. 23). 

This pronounced restriction on transfer of all shares 
is characteristic of co-operative and similar societies which 
are not public companies. In Belgium, the shares are non- 
transferable; in France' and Italy they are not transferable 
except to members and with the consent of the society. The 
New York State law on productive co-operative societies 
has: “ no stock shall be transferred without the written 
consent of the corporation (i.e., society) endorsed on the 
certificate of stock. The corporation shall have the first 
right to purchase at par any stock of a shareholder offered 
for transfer or the stock of any deceased or retiring stock¬ 
holder.” The Californian law adds : “ nor shall a purchaser 
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at execution-sale or any other person who may succeed by 
operation of law or otherwise to the property interest of a 
member, be entitled to membership, or become a member 
of the association by virtue of such transfer.”^ All limited 
liability societies would be well advised to create a “ share 
transfer fund ” by voting a portion of the annual profits 
to this purpose. There is no objection to a society holding 
a number of its own shares in its undivided profits (other 
than the legal reserve). By this means transferable shares 
are made withdrawable so far as the holder is concerned, 
as the latter can sell to the transfer fund instead of having to 
wait for an individual purchaser. In a joint-stock company, 
the right to sell or transfer the share is incident to the 
ownership, and cannot be controlled by the company (if 
fully paid-up), although the company may reserve the option 
to buy the share whenever a member desires to sell.* The 
absence of a provision like section 14 (b) from the Companies 
Act, necessitates a special low for Co-operative Societies, as in 
America and elsewhere the control of Co-operative Societies 
registered under Company law has often passed into the 
hands of business rivals.® 

The United Provinces has rules [see under section 43 (1) ] 
regarding transfer of shares; one of which prohibits a 
Central Bank from buying its own shares except by way 
of formal reduction of subscribed capital. This seems to 
rule out the share transfer fund and is probably due to some 
misunderstanding. The capital of the bank is not reduced 
by withholding profits from distribution in order to hold 
its own shares. 


Duties of registered socidies. ^ 

Wdressof 15. Every registered "society shall have an 
e es. address, registered in accordance with the rules, to 
which all notices and communications may be sent, 
and shall send to the Registrar notice of every 
change thereof. 


^ Powell, p. 47. 

» Powell, p. 43. 

* Powell, p. 44. 

* It is not an nnoommon featnre of some co-opeiative laws to impose 
on the society the duty of submitting periodical reports to a public 
authority, lu India, this is included in the rules. 
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The Bombay and Burma 4cts add —withm 30 days 
of such change Madras omits them 

Of section 72, Indian Oompames Act and section 24, 

Friendly Societies Act 

(1) Every Company shall have a registered office to 
which all commumcations and notices may be addressed 

(2) Notice in wntmg of the situation of the registered 
office and of any change therem, shall be filed with the 
Registrar, who shall record the same 

As the address has ongmally to be given in tiie 
apphcation [or ought to be, sec 43 (6)] only changes need 
be notified 

The registered address of conrse fixes the jurisdiction 
of the court [rule under sec 43 (Z), sec 42, cL 4 and 5, etc ], 
and becomes unportant m the case of regimental societies, 
and Government of India clerks (who move from Delhi to 
Simla) 

The object of the address is that all communications 
mav be addressed to it, it need not b* the place of meetmg 
and the place of meeting may be changed without notice 
being sent to the Registrar 

16, Every registered society shall keep a copy copy of Act 
of this Act and of the rules governing such society, 
and of Its by-Iaivs, open to inspection free of chaige 
at all reasonable times at the registered addiess of 
the society 

Burma mcludes here also the register of members 

Any member of a Company can claim a copy of the 
memorandum and articles on payment of a fee and the copies 
filed with the Registrar are open to mspeotion on payment 

Every member is entitled to obtam all information 
required concernmg the solvency and good management 
of the society (Irish by law) The Fnemly Societies Act 
prescribes that every registered society shall deliver to 
every person on demand, on payment of a sum not exceeding 
one shilhng, a copy of the rules of the society 

It IS to be noted that the rules and by laws must be open 
to non members This, of course, hafi special importance 
to depositors and other creditors A credit society should 
also expose in a public place a six monthly balance sheet 

0, CSA 8 
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[cf. iTiote sec. 43 {Ji)]. It must be remembered that Co¬ 
operative Societies are societies for the public good and hence 
the public have a right to know what are their rules and 
objects so that the advisability of joining may be considered 
[see notes to sec. 43 (?)]. 

Failure to comply with this section is an offence in 
England. 

The right to inspect seems to include the right to take 
copies (Fiiller). 

17. (1) The Eegistrar shall audit or cause to 
be audited by some person authorised by liim by 
general or special order in writing in this behalf the 
accounts of every registered society once at least in 
every year. 

(2) The audit under sub-section (1) shall include 
an examination of overdue debts, if any, and a 
valuation of the assets and liabilities of the society. 

Bombay adds: “ the verification of the cash balances ” 
to which Madras adds “ and securities ”. 

Burma has “verification of the existence of.” 

(3) The Registrar, the Collector, or any person 
authorised by general or special order in uTiting in 
this behalf by the Registrar shall at all times have 
access to all the books, accounts, papers and securi¬ 
ties of a society, and every officer of the society 
shall furnish such information in regard to the 
transaction and working of the society as the 
person making such inspection^ may requite. 

Bombay says free access, and adds: shall be allowed 
to verify its cash balances and secpities. The directors, 
manager, and other officers of the society shall furnish to the 
Registrar or other person appointed to audit the accounts 
of a society all such information as to its transactions and 
working as the Registrar or such person may require. Madras 
includes cash and other properties belonging to or in the 
custody of the society; and it makes every member liable to 
furnish any information required. 

Bombay has a clause (4): The Registrar and ever)' 
other person appointed to audit the accounts of a society 


^ The \rords ‘ or audit ’ should he inserted here. 
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sliall have power when necessary (i) to summon at the time 
of his audit any officer, agent, serv'ant or member of the 
society who he has reason to believe can give valuable 
information in regard to any transaction of the society or 
the management of its affairs, or {ii) to require the production 
of any book or document relating to the affairs of any cash 
or securities belonging to the society by the officer, agent, 
servant or member in possession of such book, document, 
cash or securities. Madras also gives the auditor power to 
su mm on any person in possession or responsible for the 
custody of any such boo&, accounts, documents, securities, 
cash or other properties to produce the same at any place 
at the headquarters of the society* or any branch thereof. 
For Burma law see section 30 in Appendi.\. It throws the 
responsibility for audit on to the society. The power of 
access in clause (3) is confined to the auditor. 

Collector means the Chief Officer in charge of the revenue 
administration of a district.* 

It does not include a subordinate of the collector, and 
the latter cannot now depute a subordinate to inspect the 
society. 

Most countries, by law, requires societies to submit 
their accounts to audit or inspection by some public authority. 
The original idea is to protect the members against the 
misconduct or incompetence of the officers, but undoubtedly 
the great value of a proper audit lies in the increased credit 
of societies with outsiders and the increased confidence of 
members in their organisation. Audit, in short, is for the 
benefit of the members.* 

By the Companies Act, sections 144 and 145, every com¬ 
pany must at its annual general meeting appoint an auditor 
for the next year and he must make a report during that 
year. If a company fails to do this the directors cannot 
appoint an auditor behind the backs of the shareholders 

1 General Clauses Act, see clause 3 (10). 

® 0/. Smith Gordon, Co-operation for Farmers, p. 65 ;—The stabilitj 
of a society’s business is largely affected by tho manner in uhich its accounts 
are kept, but in a very large number of farmers’ societies, the keeping of 
the books is absolutely elements^ and sometimes non-existent. This 
difficulty has been dealt with in all countries where the movement is far • 
advanced by insistence upon frequent audits conducted cither under 
government supervision or oy some properly authorised central bodj' and 
in all cases by duly quahfied persons. In America, where no such system 
exists, the result is seen in the frequent and unexpected failure of the 
societies. It is absolutely necessary that some central body should have 
power to supervise the auditing of farmers’ co-operative societies. 
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but must apply to tbe Local Government The burden 
of securing a proper audit of the accoimts is thus pHced on 
the company The Friendly Societies Act also imposes 
this duty on the society and allows the audit to be conducted 
by two members , who, of course, must not be office-bearers*, 
but as Mr Wolff says we have m the co operative world 
everywhere come round to the conclusion that, except in 
very small societies, the work of one skilled accountant is 
worth a good deal more than that of the tuo unskilled 
members ^ The tendency in England is to insist upon a 
stricter observance of the provision of the Act regarding audit 

The audit notes should not be treated as confidential 
Usually the central banks receive copies and the liladras 
Committee recommended that these should be given free 
of charge and the central bank should have facilities for 
making such further inquuy as it considered necessnrj’’ to 
safeguard its own financial interests 

Under the first Act, no charge n as to be made in respect 
of any audit made under this section, but now rules ma'^ be 
framed under section 43 (b) regarding the levy of fees Where 
societies are affiliated to a Central Federation or Pro\ incial 
Umon, this should possess power of control ovei auditors 
If a society is prepared to emplo} and paj a chartered 
accountant or other professionally trained auditor, the 
Begistrar would accept his audit as sufficient under this 
section 

It wiU be noticed that no explanation is given of the 
action which the legislature mtended to be taken Section 
26 of the Friendly Societies Act says that the auditors shall 
examine the annual return and a erif} it w ith the accounts 
and vouchers relating thereto, and shall either sign the 
annual return as found by them to be correct, duly a ouched 
and in accordance with law, or specially rcpoit to the society 
in what respects they find it incorrect, unvouched or not in 
accordance with law 

The manual on Co operative Auditing of the Enghsh 
Co-operative Union says Audit gives confidence to the 
members The auditor should diiect analj sis so as to rea eal 
the points of weakness His dutj does not admit of any 


‘ The New York State law on agnwiltvirnl davMhg and horticultural 
societies prescribes an auditing Ckinuaittee of three members who Shull 
not be directors oflScor«? agents ox CInplo^ees of the association "which 
shall at least once in each quarter make an e\amination of its records and 
property and report the results in writing to the nssoontion 
Co operation in India, p 171 
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interference with, the method of management of a society 
or the control of the officials and employees; he should 
confine himself to the records of the business rather than 
to the actual working. He should examine the rules with a 
view to satisfying himself that the working of the society 
is in accordance therewith. He should use his position and 
power by advice given to the Committee, and if necessary 
to the general meeting, with a view to a sound business 
policy being adopted.^ 

Audit may be defined as such an examination of the 
books, accounts and vouchers of a business, as shall enable 
the auditor to satisfy himself whether or not the balance- 
sheet is properly drawn up, so as to exhibit a true and correct 
view of the state of the affairs of the business, according 
to the best of his information and the explanations given 
to him and -as shown by the books; and if not, in what 
respects it is untrue or incorrect.® 

The auditor must, by the exercise of reasonable skill 
and diligence, satisfy himself that the books contain a proper 
record of the transactions entered into. This involves an 
'examination, more or less complete, of the whole of the 
transactions of the business, and the manner in which they 
are recorded. The auditor should examine the by-laws of 
the society, and ascertain that they are duly carried out. 
The Burma Committee recommended that he should make 
specific mention of all cases where a loan has been mis¬ 
applied or where the borrower has disposed of the profits 
without first repaying the society. 

The two principal reasons for which audit is instituted 
are the detection of fraud and the detection of errors. The 
prevention of fraud and errors depends upon the deterrent 
and moral effect of the audit. Frauds may be divided into 
two classes : defalcations, involving misappropriation either 
of money or goods; and the fraudulent manipulation of 
accounts, not involving defalcation. The opportunities of 
committing fraud by defalcation are. so frequent and the 
methods necessary to conceal it so simple that no business 
is safe from the risk. Misappropriation may be concealed 
by the inclusion of fictitious payments and by the omission 
of receipts. The latter class is much the more difficult to 
detect. The amount of detailed checking which the auditor 


^ Tetlow, p. 19. 

° For this definition and wbat folloxrs see Spicer and Fegler’s ‘ Practical 
Auditing ’. 
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must perform before he can satisfy himself that no fraud 
exists *will depend to a great extent on the check exercised 
by the managing committee. He must test the transactions 
exhaustively, and, should he find anything irregular, he must 
then make a complete audit. 

In regard to the detection of errors, it must be remem¬ 
bered that what at first sight appear to be merely clerical 
errors are often ultimately found to be due to fraudulent 
manipulation, and it is therefore important for the auditor 
carefully to examine the cause of any error, however slight 
it may appear to be. Errors of omission are very difficult 
to detect, and may not be discovered until the accounts of 
previous years are compared. An error of commission arises 
when a transaction is incorrectly recorded, either wholly or 
partially. The error may not be discovered until the 
transaction is vouched or otherwise checked. 

Clerical errors are due to posting an item to a wrong 
account, or to an incorrect posting. WTiere an item is 
posted to a wrong member, the balance remains correct 
and only careful check will lead to the detection of this 
kind of mistake. AVhexe an item is posted to the credit side 
instead of the debit side or vice versa, the result will be a 
discrepancy of double the amount. 

In companies where the most important result of the 
audit is to disclose the profit available for dividend, there 
are many errors which are unimportant because they do not 
affect the net profit which may be divided amongst the 
shareholders. But in a Co-operative Society, profits have 
not the same predominating iiiffuence ; while correct account¬ 
ing is absolutely necessary if the society is to survive. A 
joint-stock company cannot be described as unsuccessful 
if the shareholders lose no money ‘by it. A Co-operative 
Society can be described as unsuccessful, if the members 
lose no money by it yet fail to gain any advantage from it. 
It is hardly an exaggeration to say that proper audit is more 
important in a Co-operative Society than in a joint-stock 
company. It is not every member who has time to examine 
the accounts, yet it is every member who is responsible for 
any loss incurred. The Committee are elected in general 
meeting, but once elected, their powers are very complete. 
Even the most honest or well-meaning member of the Com¬ 
mittee may be liable to err. The members must have an 
independent opinion on the management of their Committee. 
This does not arise from mistrust, but from ordinary business 
caution. It is easily understood that, among friends, there 
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may be some Lesitation on msistmg on an independent audit, 
audit, though primaril} mtended for the members, is also 
absolutely necessary for the protection of the members 
of the Committee against charges which cannot be supported 
Eegarded from every point of view, audit is absolutely 
essential to the successful, as well as to the smooth, admims 
tration of every society 

In England refusal bv an officer to furmsh information 
required is an ofEence under the 4ct In India it is left to 
the Penal Code ^ except in Bombav uhere sections f>0 and 61 
deal with offences, in Burma where a penal clause is 
added to this section and m Madras uhere section 52 covers 
the case 


Privileges oj register^ societies 

18. The registration of a society shall render Societies to 
it a body coiporate by the name under which it is corporate 
registered, with perpetual succession and a common 
seal, and with pouei to hold property, to enter mto 
contracts, to institute and defend suits and other 
legal proceedings and to do all things necessary for 
the purposes of its constitution 

Madras for the last three words substitutes for which 
it was constituted 

Cf Indian Compames 4ct, section 23, clause 2 runs 
“ the subscribers shall be a body corporate by the 

name contamed in the memorandum, capable forthwith of 
exercising all the functions of an incorporated company, 
showmg perpetual succession, etc, common seal ” 

4s the society is a bodv corporate, it is unnecessary 
to prescribe a Committee with legal power to represent it 


' The need of a penaltv m case of oontumaoy is illnstnted by Sir 
T W Bussell 3 evidence before the House of Lordo Comnuttee on the 
Thnft and Credits Bill to the effect that seTeral credit banks in Ireland 
refused to let the auditor audit them There should be imposed on lie 
officers the dutv to show the books and a penaltj should be provided 
Madras has now a rule empowenng the Registrar or anyone authorised bv 
him under this section to require the production of any books accounts, 
documents seounties and the cash The summons is to be addressed to 
the person in possession of or responsible for the custody of the books 
etc and may be tendered to him or to some adult member of his fanulv, 
or left at his place of abode or affixed to it or sent by registered po°t 
Bombav has inserted the essential porbon in a new clause (4) to section 
17 of this 4ct 
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In Germany where societies are not bodies corporate *‘ tbe 
Co-operative Society shall be represented legally and other¬ 
wise by the Committee of management.” 

The corporate body ceases to exist when registration is 
cancelled (sec. 41). The effect of incorporation is to protect 
individual members from snits by creditors; no legal 
proceedings can lie against a member of a society individually 
in respect of an obligation of the society; the society has 
to be sued and in case of default it is the society and not the 
individual members which goes into liquidation (see sec. 42 
and notes). The principles relating to bodies corporate are 
the same both as regards companies under the Companies Act 
and incorporated societies under the Co-operative Societies 
Act. As the Full'Bench of the Patna High Court have 
pointed out,^ the members axe not liable to have executions 
issued against them in respect of judgments obtained 
against the society. The mmnbers can only be reached 

individually by the ]process of winding-up.whether 

the liability of a society is limited or unlimited can only 
a-ffect the members when they come to contribute to the 
liabilities of the society in the winding-up. An exception 
to this in favour of the Crown is embodied in section 44. 
If the society is not a corporate body, the liability of each 
member is really unlimited and anyone may be sued by 
a creditor. In the case of a corporate body, the members 
are only liable to contribute towards any deficiency in the 
assets in the course of liquidation. This is styled “ unlimited 
contributory liability ” (cf. Cahill). The Agricultural 
Societies in Ireland, registered under the Friendly Societies 
Act, are not corporate bodies, but English societies registered 
under the Industrial and Provident Societies Act are. The 
result is the societies under the former Act “ shall have one 
or more trustees ” in whom property is vested. 

Section 18 above follows section 21, Industrial and 
Provident Societies Act, 1893, except that the latter 
imposes limited liability. German societies do not appear 
to be corporate bodies and hence individual members 
can be sued by creditors under their unlimited liability. 

PHvileges are conferred on the condition that the 
societies adhere to their principles, they may be withdrawn 
(sec. 46) if they depart therefrom. Accordingly they must 
be jealously guarded by a strict adherence to principles. 


^ Hariliar Prasad, Gaya Central Co-operative Bank v. Bansi Missir 
and others.— I. L. S., XI, Patna, p. 174. 
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19 Subject to any prior claim of the Govern 
ment in respect of land revenue or any money ^ 
reco-\erable as land revenue or of a landlord in 
respect of rent oi any monej recoverable as rent a 
registered societj shall be entitled in priority to 
other creditors to enforce any outstanding demand 
due to the society from a member or past member— 

(a) m respect of the supplv of seed oi manure 

01 of the loan of money for the 
purchase of seed or manure—^upon the 
crops or other agricultural produce of 
such member oi person at anytime 
withm eighteen months from the date 
of such supply or loan 

(b) m respect of the supply of cattle fodder 

for cattle agricidtural or industrial 
implements or machmerj' or lavv 
matemls for manufacture or of the 
loan of money foi the purchase of any 
of the foregoing things—^upon any 
such thmgs so supplied or purchased 
m whole or in part from any such loan 
or on any articles manufactured from 
raw materials so supplied or purchased 
Madras adds a clause (2) the priority created by 
sub section {^) in favour of a registered society shall be 
available against any claim of the Government &om a loan 
granted under the Land Improiements Loans Act 1883 
after the grant of the loan by the society 

The claim referred to is one in a judicial proceeding 
the section does not confer any summary power of realisation 
on a societv The Friendly Societies 4ct gives a registered 
society pnonty in the case of the death or bankruptcy of 
an officer in respect of any monev or property of the society 
held bv him on demand by the society the hens tiustees 
etc must pay the money or dehver the property in preference 
to any other debt or claim against the estate of the officer 
The Calcutta High Court has ruled that an outside 
decree holdei can attach and sell a crop or other property 
covered by this section in pnonty to a societv unless the 
societj also obtains a decree in its faiour or holds a charge 
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under section 20 ; tlie Committee favoured an amendment 
to this section making the lien a charge on the property in 
respect of which the loan was granted (para. 70); and all 
Local Governments seem to be agreed that the “ lien ”■ 
should be converted into a “ charge ” so that a society may 
have a prior claim without obtaining a decree. 

Bombay has enacted that these claims shall be a first 
charge in section 24 (see Appendix). The charge has not 
proved of much practical value and it is not clear how the 
charge could be followed up if the produce, cattle, etc., 
were sold to non-members. Buraia omits this section 
altogether as the prior claim was of little value and was never 
enforced, and the efiect of altering this to a “^first charge 
was doubtful. The English Agricultural Credits Act, 1928, 
provides for charges in favour of banks approved by the 
Minister; it is described as an agricultural charge; section 
11 enacts that if, with intent to defraud, any farmer who 
has created an agricultural charge fails to comply with 
the obligations imposed or removes or suffers to be removed 
from his holding the property subject to the charge he shall 
be liable to penal servitude for three years. The Committee 
on Co-operation in Burma recommended legislation of this 
nature for India. The recommendation of the Madras 
Committee in favour of a charge may therefore be considered 
obsolete, and it is interesting to note that the new Act does 
not alter the old wording and so does not adopt Bombay’s 
lead. 

The exact meaning of this section is not clear. Already, 
under section 60, Civil Procedure Code, where a judgment- 
debtor is an agriculturist, his implements of husbandry 
and such cattle and seed grain as may, in the opinion of the 
court, be necessary to enable him to’ earn his livelihood as 
such, and such portion of agricultural produce or of any class 
of agricultural produce as may have been declared to be free 
from liability under the provisions of section 61, are not 
liable to attachment. The section gives no prior claim to 
land purchased or redeemed from money lent by the society. 
The law of the Philippines constitutes these loans a lien 
ranking in priority before every other claim, mortgages 
alone excepted. In Austria, credit societies have a lien on 
all the moveables of a borrowing member which precedes 
that of any other of his creditors, after he has been once 
admitted to membership.* In Italy, a borrower is prohibited 


' Hemok, p. 376. 
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from delivering any goods (over winch the society has a 
prior claim) to the buyer, until the debt incuired to the 
credit institution has been discharged To do so is a criminal 
offence ^ 

In Belgium, loans to agriculturists may be secured 
by a special pri\ ilege, chargeable upon the produce, stock, 
furniture, etc, of the farm Sir F Nicholson says the 
privilege is granted to all who lend to agriculturists, whether 
bank or private lender, in order to ensure the granting of 
credit to agriculture on easy terms by gmng lenders special 
facilities for recoveimg their dues In England, a farmer 
could give a bill of sale over his chattels In Italy, institu¬ 
tions granting agricultural credit may secure a special 
pnvilege in guarantee of their loans upon the crops of the 
year, upon the produce of farms stored in the farm house 
and buildings and upon the stock, implements, and furmture 
of the farm 

20. A registered society shall have a charge CharKc and ^ 
upon the share or mteiest m the capital and on the fespeot oi 
deposits of a member or past member and upon any fn\erest’of 
dividend, bonus or profits payable to a member or momber 
past member m respect of any debt due from such 
member or past member to the society, and may set 
off any sum credited or payable to a member oi past 
member in or towards payment of any such debt. 

A company has a hen on the shares of its members 
In the German Act “ the sum paid up with respect to shares 
of members may not while membership lasts be accepted as 
security m its business with members Members cannot 
have the value of their share taken mto account in the 
settlement of accounts with the society” (Cahill) In- 
dustiial and Provident Societies Act, section 23 (2), " a 
registered society shall have a hen on the shares of any 
member for any debt due to it by him and may set off any 
sum credited to the member thereon m or towards the 
payment of such debt ” ^ 

The words ” set off ” are not used m a strictly legal 
sense, but more in a business sense, as indicating that the 
society may deduct or write off the amount of a member’s 
debt from the sum credited as paid on his share, and 


International Bnlletin, December 1916, 82 
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therefore, so long as the sociely is carrying on business, it 
ma} bona fide avail itself of this section (Fuller) 

The model articles of a company give a company a ben 
on every share (not fully paid up) and on dividends thereon 
for all moneys due on the share, and the company may sell 
the share to enforce its ben without resort to the Court 
It would be quite absurd for a member to be able to 
set ofl his share m the society agamst the society’s claim 
against hun for money owed The shares are part of the 
capital of the society and are security for the creditors and 
not for the debtors Unfortunately such a set off was freely 
permitted in Burma with regrettable result's 
Intenest —See note to section '5 
Bonus — A. sum given or paid over and above what 
IS required to be paid or is regrlarly payable (Century 
Dictionary) 

The Madras Act adds or deceased ” and “ or the estate 
of a deceased member ” after “past” and “ past member ” 
and so places the mterest of a deceased member and any 
sums due to his estate on a footmg similar to that of present 
and past members 

fnteres °not * Subject to the provi'sions of section 20, the 

liable to share or mterest of a member in the capit al of a 
attachment i.egi< 5 tered “society shaUjiot be liable to attachment 
or sale “under any "decree oi order of a~Dourt of 
Justice m lespect ot any debt or liability incurred 
by such member, and neither the Qfhcial Assignee 
uider the Presidency ••to’ras~InMvencv Act, 1909 
nor a Eeceiver under the Provmcial Insolvency Act, 
1920, shall be entitled to or have any claim on such 
share or inteiest 

Bombay includes in this exception the share or mterest 
m any provident fund estabhshed under section 41 of the 
local 4ct 

The word “ capital” here does not refer to the whole 
funds of the society, or the working capital, as otherwise 
a member’s share or interest in his deposit would not be 
hable to attachment It apparently refers to the capital 
owned by the members in their corporate capacity, i e , the 
society s ow ned capital The Gov ernment of India expressly 
refrained from exemptmg deposits from attachment as 
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they did not think that thrift should be encouraged whole¬ 
sale at the expense of the legitimate creditor.^ Thus the 
deposits, dividends and interest on deposits of loans are not 
exempt. As one of the chief objects is to encourage thrift, 
this special privilege was accorded to protect savings in the 
form of shares. It was originally proposed to exempt 
deposits up to Rs. 100 placed with a society for a year, but 
this was omitted from the bill. 

In the German Act a creditor of a member may (under 
restrictions) attach the interest of the member and then 
give notice of the member’s withdrawal so as to secure 
payment of the interest attached! 

Note that this exemption only applies to shares of 
a registered society, so that on dissolution as soon as the 
registration is cancelled (secs. 39 and 40) the shares w'ould 
become liable to attachment if no liquidator were appointed 
to take charge of the assets. 

For the meaning of the word “ interest ” in this section, 
see note to section 5. 

22. (1) On the death df a member a registered jntwest on^ 
society may transfer _the share or interest of the death of 
deceased member to ' the~ person nominated' in 
accdiaan&e-Tvith the rules made in 'this behalf^ 'or, 
if there is no person so nominated, to such person 
as may appear to the Committee to be the heir or 
legal representative of the deceased member, or pay 
to such nominee, heir or legal representative, as the 
case may be, a sum representing the value of such 
member’s share or interest, as Ascertained in 
accordance with the rules or by-laws: 

Provided that— 

(i) in the case of a society with unlimited 
' liability, such nominee, heir or legal 
representative, as the case may be, may 
require payment by the society of the 


^ But under section 60, Civil Procedure Code, exemption from attach¬ 
ment is granted to all conipulsorv deposits or other sums in or derived 
from any fund to which the Pro'ndent Funds Act, 1S97, for the time 
being applies in so far as they are declared by the said Act not to bo 
liable to attachment. 
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value of tlie share or interest of the 
deceased member ascertamed as afore 
said, 

(n) m the case of a society mtli Iiimted 
liability, the society shall transfer the 
share or interest of the deceased 
member to such nommee, heir or legal 
representative, as the case may be, 
bemg qualified m accordance mth the 
rules and by-laws for membership of 
the society, or on his application withm 
one month of the death of the deceased 
member to any person specified m the 
appbcation who is so qualified 

(2) A registered society may pay all other 
moneys due to the deceased member from the society 
to such nominee, heir or legal representative, as the 
case may be 

(3) All transfers and payments made by a 
registered society in accordance with the provisions 
of this section shall be valid and efiectual against 
any demand made upon the society bj any other 
person 

Bombay allows the society to transfer within a period 
of one year the share or interest to the nominee if duly 
admitted a member of the society, if there is no nominee 
the transfer may be made to the heir or legal representative 
if duly elected a member of the society, or it may pay a sum 
representing the value of such member’s share or interest 
The nominee, heir or legal representative may require pay 
ment within one year 

For clause (2) the Bombay Act has —“ a society shall, 
unless prevented by an order of a competent court, pay ” 
For the Burma sections (19 and 20) see Appendix They are 
far from bemg an improvement on the original They 
set up a curious undefined distinction between transfer, 
payment and disposal, and contain the unfortunate mistake 
of making it obhgatory on a society with limited liabihty to 
pay the value of deceased member’s shares to the nommee 
Tins provision requiring the repayment of share capital even 
by Central Banks holding deposits is expressly opposed to 
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section 19 (1). Industrial and Provident Societies Act whicli 
rules: No registered society whicli has any withdrawable 
share capital shall carry on the business of banking. The 
Burma Committee recommended the addition of a proviso' 
to the effect that nothing in these sections should be read as 
authorising any society with limited liability holding deposits 
or loans to reduce its paid-up capital. 

Interest .—See note to section 5. 

This section follows sections 56, 57 and 58, Friendly 
Societies Act. There, however, the same procedure is ex¬ 
tended to cases of a member becoming insane. 

Buies may be made under section 43 («)» under which the 
matter is further discussed. It should be noted that only 
one person may be nominated but Bombay has “ person 
or persons nominated.” In England, an amendment allow¬ 
ing more nominees than one was carried for the Industrial 
and Provident Societies Act but not for the Friendly 
Societies Act. 

Under section C, members at the time of registration 
must be over 18 years of age, but the maintenance of this 
qualification is not provided for. Presumably a minor 
member cannot make a nomination, and a minor son of a 
deceased member need not be accepted as a member; the 
society is not bound to accept the heir (major or minor) 
or any nominee as a member. The general rule is that 
the heirs of a deceased member are not recognised as 
members until one of them is accepted by the Committee as 
representative of the deceased; if no such representative is 
elected, the heirs are entitled to repayment of the value of 
the share or interest if the liability of the society is 
unlimited. In this case section 24 gives the society ample 
protection, as presumably the value of the share returned 
is but a small fraction of the total assets of the estate 
available in case of need. In a society of limited liability, 
the value of the share is either the whole (fully paid-up) or 
a large fraction (partly paid-up) of the liability and it 
would obviously be inconvenient to part with it. Accord¬ 
ingly, in a society with limited liability, the value of the 
share of a deceased member cannot be paid back {cf. 
Proceedings of Ninth Bengal Conference). Yet, as mentioned 
above, the Burma Act makes this obligatory. 

In joint-stock companies only executors or adminis¬ 
trators are recognised by the Company as entitled to the 
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share, hut the Directors have the same right to decline 
registration of transfer as they have in ordinary cases. 

The Government of India have explained that the 
question of the relations of a society to the minor heirs of 
deceased members is, subject to this section, left to the 
operations of the ordinary law. Thus, if there is a liability 
on the share held by a minor, the society should take action 
against the legal representatives, executors or administrator, 
or may apply to the court for the appointment of a guardian 
and failing satisfaction it may force the estate into bank¬ 
ruptcy and so obtain a due proportion of the assets. It 
may apply to have the estate administered by the Court. 
If the member dies'insolvent, the society may prove for the 
value of the uncalled portion of the share. 

The period of one month in proviso {ii) might suitably 
be extended if any difficulty is actually experienced. Bombay 
allows one year. 

The value of a share is not necessarily the nominal 
value, it does not include anything on account of the reserve 
fund (which is indivisible) but is apparently liable to deduc¬ 
tion for loss incurred by the society. The value of the share 
may be ascertained from the last annual balance-sheet. 
The by-laws of Indian societies usually prescribe that the 
“ value of the share shall m no case be more than the sum 
received by the society in payment thereof.” 

Clause 3 protects the society from litigation. Claimants 
must sue the nominee without joining the society as a party. 
CJ. Friendly Societies Act: the next-of-kin or lawful 
representative of the deceased member shall have remedy 
for recovery of the money, so paid, against the person who 
has received that money. 

If the nominee dies, the Committee can take action 
as if there were no person nominated. The Committee 
would, of course, accept as legal representative anyone 
holding a succession certificate, where there was no nominee. 
Where there was a nominee, the Committee could presumably 
pay the nominee and leave the certificate holder to deal 
with him. 

Refusal to pay the share or interest to the person 
nominated is an ofience in England. 

The Act does not provide any corresponding summary 
procedure for disposing of the deposit of a non-member 
who dies. Section 24 of the Burma Act applies the 
Government Savings Banks Act to such cases. 
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23. The li ability of a pa st member for the Liability 
debt of a registered society as they existed at the me^er. 
time -when he ceased to be a member shall continue 
fo r a perio d of two years,, from _the_date~of-.his 
ceasi ng to be a member. 

This section is intended to protect creditors by res¬ 
tricting a member from shuffling ofE his liability and by 
making liable for debts one who has enjoyed benefits. It 
applies to joint-stock companies; section 156 of the Companies 
Act provides that a past member is liable to contribute 
on winding-up unless he ceased to be a member for one year 
or upwards before the commencement of the winding-up. 

He is not liable to contribute in respect of any debt or liability 
contracted after he ceased to be a member and is not called 
upon unless it appears to the Court that the existing members 
are unable to satisfy the contributaons required. In the 
case of limited liability societies the contribution [sec. 42 
(2) (6)] is limited to the sum uncalled on the shares and in 
certain cases to dividends received. 

The debts referred to are debts to third parties and 
the expenses of winding-up, and the period of two yeari 
applies to those only. It does not curtail limitation _ in 
respect to sums owed by past members to existing societies. 

It would appear that no call can be made on a |>88t member 
except under section 42 (2) (6). The rule is a fair and reason¬ 
able one, Mr. WolfE writes that, by strict right, the outgoing 
member is liable in respect of every liability incurred during 
his membership without limit of time. The fixing of a 
period within which a past member can be called upon to 
contribute is a matter of convenience only. In France 
members are not free from their responsibility until after 
the settlement of engagements contracted by the society 
before their withdrawal. In Belgium the liability continues 
for five years, in Greece for three years, in Italy for two years. 

In England it only applies to those who ceased to be members 
within one year prior to the commencement of winding-up. 

The past member cannot seek to liquidate his liability by 
promoting the dissolution of the society [c/. sec. 39 (1) which 
refers only to members]. 

Bengal has, in view of this section, framed a rule that 
no past member of a society with unlimited liability shall be 
eligible for membership of another such society except with 
the special permission of the Registrar. By a proviso to 
section 26 (2) of the Burma Act a past member was not to 


c, eSA 
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be liable to contribute in respect of any debts of tbe society 
which could be satisfied by contributions from present 
members. This clearly enables unscrupulous members to 
throw the whole burden on to the richer ones by withdrawing 
before them. The Burma Committee pointed out the 
injustice. 

As they existed at the fime,—This may include debts 
contracted before the member joined, as in the case of 
ordinary companies. In Germany and Greece this is 
specifically provided for; a member on joining assumes 
liability for all debts existing at the time he joined, but 
in the Irish rules liability is limited to debts contracted 
daring the praiod of membership. This seems to be un¬ 
workable as it is the deficiency of assets which has to be made 
good. The English Act provides that no individual, society 
or company shall be liable to contribute in respect of any 
debt or liability contracted after he or it ceased to be a 
m^ber. The wording of the above section clearly includes 
this meaning. In order to define the liability German 
societies assume that membership ceases frotoi the end of the 
financial year and so makes the annual balance-sheet the 
basis for the calculation of the debts as they existed at the 
time. 

The South African Act contains the sensible provision 
that the liability of a past member ceases in all respects as 
soon as the financial statements of the society signed by the 
auditor disclose a credit balance in favour of the society. 

Apparently a past member is boxmd by any alteration 
of the rules carried out subsequent to his withdrawal which 
may enhance his liability, subject, of course, to the proviso 
“ os they existed at the time.” This may seem startling, 
but it merely means that while a member has the right to 
withdraw at the moment a society proposes to incur a liability 
to which he objects, he does not thereby escape liability 
for his share in any measure the society may deem it advisable 
to take to meet responsibilities incurred while he was yet a 
member. 

Past member is a person who has legally been a member 
and has ceased to be such by forfeiture, cancellation, surrender, 
or transfer of his shares (Companies Act) but not, apparently 
by death. The date on which he ceased to be a member 
would be proved from the register of members [sec. 25 (&)]• 
This provision should tend to make societies very cautious 
in panting loans for periods longer than two years as 
liability for loss on longer term loans could be avoided. 
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Madras lias replaced “at the time” by “on the date”. 

It has also applied this section to estates of deceased members 
and so increased the period from one year to two. 

This section does not limit the period of liability of 
a withdrawing or past member for the debt of a member 
for whom he has stood surety. His liability as surety is a 
separate contract altogether from his liability as member. 

24. The es tate of a dece ased.meinber-shall be 

liaMe for a period of one year from the_.tiine. of his of deceased 
dec^ase^sr'th'e'debts'of'aTre^stdced society as they 
e^ted"at the time of his decease. 

See notes to section 23. 

Also see notes under section 22, which deals with the case 
where the account is in favour of the member. The date of • 
decease would have to be independently proved unless it 
were entered in the register of members [sec. 25 (6)]. Under 
the by-laws membership ceases at death in the case of societies 
with unlimited liability, so the register should supply evidence 
of the date. 

The heirs or representatives of a deceased member 
cannot promote the dissolution of a society in order to 
liquidate their liability [sec. 39 (1)]. 

This section seems to refer only to contributions fixed 
by the liquidator [sec. 42 (2) (6)] or to a levy by the society 
to cover bad debts. But, by a curious omission, the 
reference in section 42 (2) (6) is to members and past 
members only, and not to the estates of deceased members. 

Once payment of the deceased mranber’s share or interest 
is made to the nominee, the society must have resort to the 
heirs, executors or administrators of the estate, presumably 
by Civil Suit. 

In Greece the period of liability is three years and the 
Madras Committee recommended extension to two years, 
which has now been incorporated in the new Act [cf. notes to 
section 23). 

25. Any register or list of members or shares Register of 
kept by any registered society shall be prima facie “®“*ers. 
evidence of any of the following particulars entered 
therein:— 

(o) the date at which the name of any person 
was entered in such register or list as 
a member; 
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(6) the date at wkch any such person ceased 
to be a member 

Cf section 40, Indian Compames Act Note that the 
register is not pnina facie evidence of the names, addresses, 
occupations of members and number of shares held The 
register in fact must be supplemented by mdependent 
evidence to prove that a person named therein ss a member 
This register, from the legal aspect, is one of the most mi 
portant documents a corporate bodv mamtains It discloses 
the list of persons liable It is accordmgly compulsory under 
most Acts and should have been made obligatory here The 
Bombay Act requires every society to keep open to inspec 
tion a register of its members (see Appendix) It must be 
kept up to date to ensure the satisfactory application of 
sections 23, 24 and 42 (6), it must record the effect of 
transfers (sec 14) and, of course must, contain the dates of 
the deaths of members (as membership ceases on death) 
Its maintenance should be made compulsory by rule under 
section 43 (1) and there should be a rule under section 43 (ff) 
imposing respomibibty upon the Committee Cf German 
Act The Committee must maintain a hst of members 
and keep it up to date This register must always be 
open to inspection by members 4 copy has to be sent to 
the Registrar every year at whose office, presumably, it is 
open to inspection The register might suitably have been 
included in section 16 [see notes to sec 43 (1)] 

Proof of 26, A copy of any entiy in a book of a 

Bocietfes° registered society regularly kept in the couise of 

books business, shall, if certified in such manner as may be 

prescribed by the rules, be leceived, in any suit or 
legal proceedmg, as prana facie evidence of the 
existence of such entry, and shall be admitted as 
evidence of the matters, transactions and accounts 
therem recorded in every case where, and to the 
same extent as, the original entry itself is 
admissible 

For the Bombay section, see Appendix 

This almost word for word follows section 4 Bankers 
Books Evidence Act (XYIII of 1891) The books include 
ledger, day books, cash books account books, and all other 
books used in the ordinary busiu'^ss of a bank 
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Section 5 of the Act runs: no officer of a bank shall 
in any legal proceeding to which the bank is not a party 
be compellable to produce any banker’s book,’ the contents 
of which can be proved under this Act or to appear as a 

witness to prove the matters.therein recorded 

unless by order of the Court or a judge (of a High Court) 
made for special cause. The Court under section 6 may give 
liberty to a party to inspect the books. 

Burma enacts this as section 33 (2) but confines it to 
** such Co-operative Societies as the Local Government by 
general or special order may direct.” Madras enacts this 
for no officer or liquidator of a registered society and no 
officer in whose office the books of a registered society are 
deposited after liquidation. The object of extending the 
exemption to books after liquidation is not quite clear. 

Book .—See notes to section 43 (7i). To be a book used 
in the ordinary business of a bank (or as here expressed, 
regularly kept in the course of business) it need not be in 
use every day; it is sufficient if it be a book kept by the 
banker for reference if necessary. In litigation to which 
the bank is not a party, there is power, for special cause, to 
order the production of bank books, the content of which 
could be proved under the Bankers’ Books Evidence Act. 
It would seem, however, that, short of some recalcitrancy 
on the part of the banker, no such order should be made.^ 
Unfortunately Courts are inclined to ignore this section of 
the law. 

Certified .—See notes to section 43 (j). 

To the same extent as the original entry. — Cfi. section 34, 
Evidence Act: Entries in books of account, regularly kept 
in the course of business, are relevant whenever they refer 
to a matter into which the Court has to enquire but such 
statements shall not alone be sufficient evidence to charge 
any person with liability. 

The following sections of the Evidence Act are 
important in this connection. Section 130: Ho witness 
who is not a party to a suit shall be compelled to produce 
his title-deeds to any property or any document in virtue 
of which he holds any property as pledgee or mortgagee, 

.unless he has agreed in writing to produce them 

.Section 65 : Secondary evidence may be given 


Paget: Law of Banking. 
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of the existence, condition or contents of a document in the 
foUoiring cases:— 

(f) When the original is a document of n-hioh a certified 
copy is permitted hy this Act, or by any other law in force 
in British India, to be given in evidence. In case (/) a 
certified copy of -^e document but no other kind of secondary 
evidence is admissible. 

In dealing with publicity, it has been shown that deposit 
accounts, and perhaps loan accoimts also, should not be 
open to inspection even by members much less by the public, 
and the above provisions protect these accounts from being 
called into Court at tiie request of any malcontent. The 
whole of a society’s books cannot be called into Court as they 
contain accounts of persons entirely unconnected with the 
case. For the books which may be open to inspection, see 
notes to section 43 (1). 


from com¬ 
pulsory 
rejdstratloQ 
of Instru- 
ments 
relating to 
shares and 
deben¬ 
tures of 
registered 
society. 


27. Nothing in section 17, sub-section (1), 
clauses (5) and (c), of the Indian Eegistration Act, 
1908, shall apply to— 

(1) any mstrument relating to shares in 

a registered society, notwithstanding 
that the assets of such society consist 
in whole or in part of immoveable 
properly; or 

(2) any debenture^ issued by any such society 

and not creating, declaring, assigning, 
limiting or extinguishing any right, 
title or interest to or in immoveable 
property except in so far as it entitles 
the holder to the security afforded by 
a registered instrument whereby the 
society has mortgaged, conveyed or 
otherwise transferred the whole or 


> Debentnre is a writing acknowledging a debt and, specifically, an 
instrument for the repayment of money lent, e.g., an obligation of a 
coi^oration issued in a form convenient to be bon^t and sold as invest¬ 
ment (Centniy Dictionary). In ordinary business it is an acknowledgment 
of a debt wim a date for repayment, which can be bought and sold m 
open market. It may be a simple debentnre carrying no charge on the 
assets, or a mortgage debentnre carrying either a fixed or a floating charge 
on some or all of the assets of the corporation issuing it. 
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part of its immoveable propeity or 
any inteiest therein to trustees upon 
trust for the benefit of the holders of 
such debentures, or 

(3) any endorsement upon or transfer of any 
debenture issued by any such society. 

Tins exemption was not granted under the Act of 1904 

Section 17 (1) The followmg documents shall be regis¬ 

tered if the property to which they relate is situate in a 
district in which, and if they have been executed on or after 
the date on which, Act No XVI of 1864, or the Indian 
Registration Act, 1866, or the Indian Begistiation Act, 

1871, or the Indian Registration Act, 1877, or this 4.ct came 
or comes into force, namely *— 

(6) other non-testamentary mstruments which 
purport or operate to create, declare, assign, 
lunit or extingmsh, whether in present or in 
future, any right, title or interest, whether 
vested or contmgent, of the value of one 
hundred rupees and upwards, to or in im¬ 
moveable property, 

(c) non testamentary instroments which acknow¬ 
ledge the receipt of payment of any considera¬ 
tion on account of the creation, declaration, 
assignment, hmitation, or extinction of any 
such right, title or mterest ' 

28. (1) The Governor General in Council by Power to 
notification in tbe Gazette of India, may, m the case irom 
of any registeied society or class of registered 
societies, remit tbe mcome-tax payable in respect of and regis- 
tbe profits of tbe society, or of tbe dividends orfels°°' 
other payments received by tbe members of tbe 
society on account of profits, 

(Note —The Burma Act, bemg a local Act, omits this 
clause The notification below refers to societies registered 
under this 4ct however) 

(2) Tbe Local Government, by notification m 
tbe local official Gazette, may m tbe case of anv 
registered society, or class of registered societies, 
remit 
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{a) tie stamp-duty witli wMoli, under any 
law for the time being in force, 
instruments executed by or on behalf 
of a registered society or by an o£5cer 
or member and relating to the business 
of such society, or anj’" class of such 
instruments, are respectively charge¬ 
able ; 

(6) any fee payable imder the law of regis¬ 
tration for the time being in force. ^ 

The Burma Act omits clause (i) and also repeals the 
whole Act of 1912. The Bombay Act retains the clause. 

In sub-section (2) (o) the Madras Act after ‘ ‘ instruments” 
in the seventh line adds : ** or decisions, awards or orders of 
the Registrar or arbitrators under this Act. ” 

Finance Department (Central Revenues) Notification. 
Income-tax. Simla, the 26th August, 1926. R. Dis. 
No. 291-1. T. 26.—In exercise of the powers conferred by 
section 60 of the Indian Income-tax Act (XI of 1922), and 
in supersession of the notifications of the Government of 
India in the Finance Department No. 681-F., dated the 
28th December, 1912, and No. 718-F., dated the 8th Match, 
1922, the Governor-General in Council is pleased to direct 
that the following class of income shall be exempt from the 
tax payable under the said Act, namely :— 

The profits of any Co-operative Society other than 
the Sanikatta Salt-owners’ Society in the Bombay Presidency 
for the time being registered under the Co'-operative 
Societies Act, 1912 (II of 1'912), or the dividends or other 
payments received by the members of any such society on 
account of profits. 

By notification. Income-tax—^25th June, 1927, No. 26: 
the following words are inserted after “ Co-operative 
Societies Act, 1912 (II of 1912) ”—“ the Bombay Co-opera¬ 
tive Societies Act, 1925 (Bombay Act VII of 1926) or the 
Burma Co-operative Societies Act, 1927 (Burma Act VI 
of 1927).” 

This notification consists of two distinct parts. The 
first relates to the profits. Co-operators in England have 

'■ This sectioa was amended by the Devolution Act (XXXVill of 
1920). 
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always maintained tliat there is no such thing in their tran¬ 
sactions as profits in the commercial sense of the word. 
They allow a fair interest to capital and regard the remainder 
of the surplus as the result of over-charging their members 
for services rendered, and they return this surplus by way of 
dividend on transactions or a bonus on wages. The Treasury 
finally admitted the argument and Parliament has ratified 
this. But steps have been taken to prevent abuse. Oo- 
operators argue that their sole aim is the pubUc good and 
accordingly the pubHo should not be excluded from parti¬ 
cipation. Co-operators must not make profit from non¬ 
members and at the same time debar them from member¬ 
ship. The section (24) of the Industrial and Provident 
Societies Act accordingly runs: A registered society shall 
not be chargeable under schedules C and D of the Income- 
Tax Acts unless it sells to persons not members thereof 
and the number of shares of the society is limited either 
by its rules or its practice. These provisions were inserted 
at the instance of private traders to ensure that a privileged 
society did not compete with them for the custom of non¬ 
members. Where the holding of a share is a condition of 
membership, it follows that a society must not place restric¬ 
tions on the number of its shares. The society must be 
prepared to admit as members all who deal with it so that 
they may join in the proportionate return of any surplus 
made by the society. [Hence, the need of rules under sec. 
43 (p), ( 2 ) and (r)]. 

The second part of the notification exempting divi¬ 
dends or other payments received by the members on 
account of profits seems to be a pure act of grace on 
the part of Government. The movement, however, deals 
almost entirely with persons of limited means whose income 
is not likely to be assessable so that the cost to Government 
must be trifling. In England such profits are liable to 
assessment. The Government of India did not intend that 
exemption should be permanent. It was feared that a 
'general exemption of Co-operative Societies from Govern¬ 
ment dues might lead to the establishment of money-lending 
businesses under this guise ; it w'as accordingly confined to 
societies which submitted .to registration and power was 
taken under section 46 to withdraw this exemption from 
any registered society. 

The exemption does not extend to interest on deposits 
but the society must not give to Income-Tax assessors any 
details of its depositors. 
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Interest on securities teld by Co-operative Societies 
is not exempt from income-tax if it is within the taxable 
limit (sec. 32-C, Civil Account Code). In England such 
interest is exempt. 

The Madras Central Urban Bank seems to have contested 
this but the High Court (0. P. 202— 1928) held that the 
Bank had to pay income-tax on interest on securities. 

The old notification referred to the old Income-Tax 
Act and so could not serve to exempt societies from Super- 
Tax; the new notification exempts societies from the tax 
payable under the new Act, thus including Super-Tax in the 
exemption. 

Income-Tax on securities is usually deducted at the 
soirrce, so that many societies entitled to exemption, actually 
pay the tax. Certificates of exemption from deduction at 
the source can be obtained from the Income-Tax Officers. 

The society is in a strong position, for, as the profits 
belong to the m^bers, an attempt to levy tax would be 
defeated by an adjustment of prices (of goods sold) or interest 
(on loans) which would destroy the profit and leave no 
taxable surplus and the members would retain all the income 
they obtain at present^ .... also as 96 per cent, of the 
members (in England) have no taxable income they could 
recover any tax deducted. Profit is the result of a bargain 
between buyer and seller, here buyer and seller are the 
same.2 

(6) Stamp-duty .—^By notification No. 2781-P., dated 
23rd October, 1919 (Finance Department—Separate Revenue 
—Stamp), the Governor-Greneral in Council has remitted the 
stamp-duty with which, under any law for the time being 
in force, instruments executed by or on behalf of any Co¬ 
operative Society for the time being registered or deemed 
to be registered under this Act, or instruments executed by 
an officer or member of any such society and relating to the 
business of the society (other than cheques of individual 
members drawn against their current accounts with co¬ 
operative banks) are respectively chargeable. 

Government of India, Finance Department (Central 
Revenues), notification No. 6-Stamps, dated 25th October, 
1930. No. 6.—In exercise of the powers conferred by 
clause (a) of section 9 of ^he Indian Stamp Act, 1899 


^ Tetlow: Co-op^tive Auditing, p. 8. 
» Ibid., p. 8. 
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(II of 1899), and in supersession of the notifications of the 
Government of India in the Finance Department, No. 940-F., 
dated 22nd June, 1916, No. 80-F., dated 15th January, 
1917, No. 1245-F., dated 16th May, 1919, No. 3183-F.. 
dated 17th December, 1919, No. 4-Stamps, dated 2nd 
June, 1928, and No. 4-Stamps, dated 10th May, 1930, 
the Governor-General in Council is pleased to remit the 
duty chargeable under Article 12 of Schedule I of the said 
Act on the decisions and awards of the Registrar of Co¬ 
operative Societies for the Central Provinces and the awards 
of arbitrators in all disputes in which Co-operative Societies 
in British India are parties. 

The exemptions do not cover receipts by non-members 
for interest, etc., paid on deposits in the society or bonds for 
loans illegally given to non-members. Nor do they apply 
to a bond given by a member and signed by a non-member as 
surety. It applies to the one-anna duty on proxies. 

Thus as explained by the Registrar, Bihar and Orissa :— 
Cheques or receipts given by a member depositor for 
withdrawals from his fixed or savings bank deposits are 
exempt from stamp-duty whether the payment is received 
by himself in cash or by transfer to his own account in the 
same bank or in any other bank, or to the account of another 
depositor or co-operative society or endorsed in favour of a 
non-member. The above exemption does not extend to a 
non-member depositor except to this extent that when the 
payment is received by a non-member by transfer to his own 
account in the same bank, no receipt stamp will be necessary. 

When a co-operative society issues an unembossed 
cheque in favour of a member or a non-member no stamp 
need be affixed on the cheque for endorsement, negotiation 
or encashment. The payee will also not be required to pay 
any .stamp-duty. 

BTien an individual member is granted a loan by a 
Co-operative Society exceeding Rs. 20, the bond or the 
receipt relating to it need not be stamped. 

Similar exemptions are granted in other countries. 

In England the exemption is confined to Co-operative 
Societies, such as those of agricultural credit, which have 
a rule prohibiting any division of profits amongst their 
members. 

(c) Registration .—The Government of India and Local 
Governments have sanctioned remission of all fees payable 
by or on behalf of any registered Co-operative Societies 
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and all fees payable in respect of any instrument executed 
by any officer or member of such a society and relating to the 
business thereof. The Committee on Co-operation have 
recommended that where these fees would otherwise form 
part of the remuneration of the registering officers these 
latter shoiild receive compensation for this loss of income. 

In addition to the privileges above mentioned. Govern¬ 
ment has in sections 18 and 48 bestowed upon registered 
societies the benefits of incorporation and exempted them 
from the many fees levied on corporations under the Indian 
Companies Act. This is a very substantial privilege and 
taken in conjunction with the others, it has the efiect of 
laying upon societies the responsibility of adhering strictly 
to principles. The whole idea of the movement is service 
for the mutual benefit without profit and it is because 
profit-making is not an object of societies that Government 
can remit various dues without unduly favouring them 
against companies and private traders. It becomes very 
important then that societies should not compete with 
these latter for the custom of non-members. They have a 
right to insist that transactions with non-members should 
be prohibited {cf. secs. 29, 30 and 31). As the movement 
spreads to other business than credit, the need for restraint 
will increase. Co-operation stands for fair play all round 
and for a specially privileged society to compete with a 
private trader, paying all legal taxes, for the profits derived 
from custom of non-members would not be fair play at all. 
Privileges involve duties.^ 

As Llr. Brabrook points out, these privileges are actual 
endowments by the State. They afiord added reason for 
State control over the disposal of profit and dividend. 

In some countries further ‘concessions are granted. 
In some parts of Italy agricultural banks are entitled to 
gratuitous legal assistance (Monographs, II, p. 131). In 
Greece Co-operative Societies enjoy free postal and telegraph 
facilities for their correspondence with the public authorities. 
In Finland and Austria aU cereals for the army used to be 
purchased from Co-operative Societies. In Hungary the 
department of agriculture gives to co-operative wheat store¬ 
houses aid to the extent of five-sixths of the expenses of 

1 In most ooTintries the law recognises that exemption from taxation 
and similar privileges, given on the mound that a co-operative body is a 
non-profit-making institution, can omy be allowed in so far as no business 
is done -dutb non-members and the share list is aluays open [Co-operation 
for Farmers. Smith Gordon, p. 761- 
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building and initial estabbshment (Monograpb, II, p 83) In 
Connecticut, U S 4, mortgages on real estate are free from 
both state and local taxes, “ an arrangement wlucb mures 
to the general advantage of borrowers ” (American Evidence, 

P 15) 

In Japan, Co operative Societies en]oy the privilege 
of exemption from the tax on busmess transactions, and 
from the mcome tax, as well as from the registration tax 
Government also gives famhlaes to societies which ar^ wilhng 
to undertake contracts, the army contiaots for the supply 
of gram, etc 

Roumama exempts from postage correspondence between 
Co operative Societies It gives them favoured treatment 
in respect of undertakings for working the State forests or 
fishing in State owned waters Smularly they receive pre 
ference in all concessions, etc 

In some provinces of India societies are allowed a refund 
by their Local Government of three fourths of the money 
order commission (one per cent) charged by the post oflice 
on remittances between them and their financing agency, 
the '\Iadras Committee recommended this foi Bladras and the 
Royal Commission on 4gricultare recommended its extension 
generally 

Piopeity and funds of tegist&ied socxeties 

If 

\'VVf 29 (1) A registered society shall npt make aRestriotions 

l6an to any person other than a member 

Pr6vided_that_'with the general or special 
sanctio n of t he Registrar, a registered society may 
maljE loans to another registered society 

The Bombay Act apparently gives the Registrar 
authority to sanction a loan to any person other than a 
member 

(2) Save with the sanction o£ the Kegistrar, a 
society with nnlimited liability shall not lend money 
on the security of moveable property 

lladras ad^ —“ other than agricultural produce ” 

(3) Th g Loca l Government may, by general or 
s pecial Old er, prohibit or restiict the lendmg of 
money on mortgage of immot eable property^by any 
register^ society or class of registered ^cieties 
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The Bxirnia iot omits clause (2) In that country 
there ate a number of Chinese pawnbrokers who do a good 
business on the security of moveable property Madras has a 
clause a registered society may make a loan to a depositor 
on the security of his deposit ” 

On the general subiect of loans, see notes to section 
43(0) 

The word " loan here includes loans in kind (e g, 
gram) as well as m cash In Italy the law enacts that loans 
shall always be paid over m cash 

Even in regard to such an elemental principle as this it 
would appear that the practice varies Talking of French 
Credit Societies Herrick (RuralCredits, p 340) says “the 
> law does not restrict the local societies to lending to members 
only , they may lend to any farmer who needs monev for an 
agricultural purpose but only the paper of a member may be 
discounted at the Regional Bank" The Itahan Peoples’ 
Banks “ even extend credit to non members who are m 
need and worthy of their help The larger banks all have 
special funds for this benevolence (t&td, p 352) The 
4ustrian Credit Societies lend to members only {%bid, 
p 376) In Boumama about one third of the loans are 
granted to non members (p 405) "Mr Wolff says “ As a 
general rule lending must be confined to members It 
would not however, do to press such limitation unduly m 
view of this not unlikely occurrence The bank may ha\ e 
more money on hand than it knows how to employ m loans 
to members Under such circumstances it ought to be per¬ 
missible to place some of the surplus money, in an exoep 
tional way, m the shape of loans even to non member 
institutions or capitalists of undoubted solvency The 
ordinary current loan busmess should be confined to 
members only 

In India it is the general practice to limit loans to 
memberb or to other societies 

Member —See definition, section 2 (c) and section 5 and 
notes thereunder Note also that the ob]ect of the 
society must be the promotion of the interest 3 _j)f the 
m embe rs only 4 loan issued ~by the Committee to non¬ 
members may be recovered from them as they are 
personally responsible for all loss sustained by their 
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Loans having as their sole objects the investment of 
funds are not ahected by this prohibition, it does not, 
for instance, serve to prevent a society making a deposit m 
any mode perrmtted by section 32 AVhile the sanction of 
the Registrar is required for a loan to another regi'^tered 
societv, it IS not required to a deposit lu such society 
(e/ sec 32 (1) c] 

In Germany the consent of the Board of Supervision 
IS necessary for any loan granted to a member of the 
Committee and generally such loans are prohibited in the 
by lavs As already pointed out m the notes to section 4, 
the unhmited liabihty of members is protected by this 
prohibition 

“ I mmoveable v xovertif *’ shall include land, benefits 
to arise out of land, and thmgs attached to the earth, or 
permanently fastened to anythmg attached to the earth 
(General Clauses Act, sec 3, cl 25) 

“ M oveable yrop erty ” shall mean property of every 
description ei.cept immoveable property {tbtd, cl 34) 

Clause (2) is the result of much controversy The 
question as to whether a society s operations should m 
elude pawn broking was carefully discussed between 
1900 and 1904 The ongmal bill provided that a rural 
society sho uld not lend- mon ey on the security of 

m oveable proper ty_except on agri cultu ral produce, 

being tbe property of~ihe member to whom the loan 
was made The Government of India Resolution of 
29th A.pril, 1904, stated the case as follows — 

No provisions of the ongmal bill were more severely 
criticised by some, or more stoutly supported by others, 
than those which related to loans upon the secuiitv of 
jewellery and upon the mortgage of land It had been 
proposed to prohibit rural societies from advancmg money 
against jewels, on the ground that the basis upon which 
these societies should work was not material security, but 
the credit which arose from the individual character and 
substance of their members It was pointed out in reply 
that, while personal credit was undoubtedly the basis of 
their transactions, such things as jewels might properly be 
received as collateral security, that the custom of the country 
IS to regard jewellery as available for this purpose and that 
if a member is debarred from utihsing his material credit to 
the full in borrowing horn his society, there will be a danger 
of his using it to borrow from the money lender 4fter Ml 
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consideration of the question it was decided that while there 
are practical difficulties in connection with the custody and 
valuation of jewellery which might be formidable in the case 
of some village societies, it would be well to make distinc¬ 
tions. When a rural society is located in a town or large 
village with silversmiths available, with a ready market 
at hand, and with members and officers of intelligence, it 
may safely be trusted to conduct transactions which might 
be dangerous in the case of a more strictly rustic association. 
Power has, therefore, been given to the Registrar to allow any 
society, which he thinks can safely be trusted, to advance 
money upon jewellery; and he will be able to feel his way 
in the matter.^ 

There is one form of moveable property which should 
never be accepted as security and that is the member’s own 
shares.2 The society already holds a general lien on them 
(sec. 20), so it is absurd to add a special one. Share capital 
is really the security for the depositors and not for share¬ 
holders'. A man who owes his society the full value of his 
shares is a shareholder only in name, and if the society be 
wound up, so much of the loan may be dead loss. To accept 
its own shares as security is to accept its own capital (cjT. 
Committee’s Report, para. 67). 

One form of moveable property on which societies 
should always be ready to lend is, of course, harvested crops. 
In the earlier discussions the difference between jewellery 
and harvested crops as suitable security seems to have 
escaped attention. In Madras, Loan and Sale Societies 
are formed -with the primary object of advancing money on^ 
such security which is stored in godowns owned or rented 
by tbe society and the new Act legalises such loans. The 
Punjab Commission shops and similar sale societies elsewhere 
advance on produce in their custody. Joint-stock hanks 
are generally willing to assist societies which advance on 
stored produce. 

Credit societies have been tempted to assist members to acquire 
small holdings ou real-estate mortgages and have invested their aurrluscs 
in such securities. Serious consequences have resulted from tms 

practice.bitter experience is gradually teaching co-operators to let 

real-estate mortgages alone’ (Herrick, p. 468). 

Wolff (Co-operation in India, p. 166) objects that in hardly any case 
does pledge-credit educate. 

® The Bombay rules expressly forbid this s ‘ 'Tho shares of the 
society may not be hypothecated to that society by its members as secunty 
for a loan.’ 

In Mysore shares are accepted as security for loans, but tho 
Co-operative Committee (1923) advised that this he stopped. 
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Madras lends a lot of money on pledge of moveables. 

Clause 3 has reference to the distinction between short 
term credit societies and long term, mortgage or land banks. 
The Government of India Resolution stated the case as 
follows:— 

The ques tion _. of_mpTtgage was still more difBlcult. 
Almost all the considerations upon either side which 
have been referred to in the preceding paragraph apply 
here also, with the addition of others of still greater 
importance. On the one hand, one of the methods in which 
an involved cultivator can most efEectively • be assisted is 
by enabling him to substitute a mortgage upon reasonable 
for one upon exorbitant terms ; and a member who is refused 
the credit to which his property in land fairly entitles him, 
merely because he is not allowed to hypothecate it to the 
society, may be driven to the money-lender for a loan which/ 
had it not been for the prohibition, he might have taken 
from the society with advantage to both parties. On the 
other hand, it is exceedingly inadvisable that these societies 
should be allowed to lock up their limited capital in a form in 
which it is not readily available; their most useful form 
of business will probably be small loans for short periods 
with prompt recoveries; and it is above all things desirable 
that they should keep out of the law courts. The final 
conclusion was that loans upon mortgage should be allowed 
in the first instance ; but that the Local Government should 
have power to prohibit or restrict them, either generally or 
in any particular case, if it is found that interference is 
necessary. The matter is one which should be very carefully 
watched. 

In India mortgages on land are restricted in some 
provinces and, hence special legislation would be re¬ 
quired were such loans to become common. Mr. Wolfi 
writes that mortgage credit is, for banks of the order here 

spoken of, by common consent placed on the taboo. 

The reasons why mortgage credit is not suitable for co¬ 
operative credit institutions of the type here spoken of are, 
that it locks up money for a long, it may be an indefinite, 
time; and that the security given, if it should have to be 
.seized, would be likely to prove a veritable white elephant. 
The co-operative credit bank relies for its funds upon with¬ 
drawable deposits and bankers’ advances. These things 

will not bear the strain of mortgage loans. 

You must have long term funds, debentures or land bonds, 
running for just so long as the loan runs. 


10 
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The principles of co-operation do not conflict with 
long term mortgage loans provided the money is devoted 
to productive purposes but it is better to work on personal 
in preference to material securit}'. The Committee on 
Co-operation (para. 66) held that there is nothing unco¬ 
operative in the hypothecation of immoveable property so 
long as it is recognised that personal security must be given 
and that the borrower’s property is only a secondary or 
collateral protection. This must be taken in addition to the 
instruments executed by the borrower and his surety, and 
not in place of them; and the society should proceed in 
case of default against the sureties before taking action 
against the property. The chief objections are that there is 
difiSculty in realising on such security and there is a tendency 
for loans so secured to be long, so that the capital of the 
bank so invested becomes dead. 

The Madras Committee (1928) found that of the total 
outstanding loans (then 432 lakhs) 4'9‘3 per cent, had been 
advanced on immoveable property. In Bihar and Orissa, 
mortgages axe generally taken by societies as collateral 
security for loans over Rs. 200 with the principal object of 
preventing a borrower from mortgaging his property to a 
money-lender; but in realising debts, the societies have so 
far failed to make use of these mortgages on account of the 
difficu]tie.s involved. Following Bengal, it is now proposed 
to issue mortgage awards. The arbitrator will issue a preli¬ 
minary award directing that the smn found due be paid 
within three months, and that, failing such payment, the 
property mortgaged shall be sold and the sale’proceeds 
applied to the satisfaction of the dues of the society. If 
the defaulter fails to pay by the date fixed, the society has 
to file a petition praying for a final mortgage decree lieing 
passed. This final decree can be filed in the Civil Court for 
execution. The Indian Central Banking Enquiry Committee 
found that many Provincial Committees were of opinion 
that mortgage loans for long periods are unsuitable business 
for the rural credit societies. The reasons axe: (1) the 
overshadowing of personal credit by mortgage may entail 
a neglect of co-operative principles, (2) the deposits of 
Co-operative Societies are for short periods and it is unsound 
finance to utilise them for long term loans, (3) the enquiry 
and the valuation preliminary to the grant of long term 
loans have to be entrusted to a trained agency controlled 
by and responsible to some central organisation, (4) the 
maintenance of valuable documents and title deeds cannot 
be entrusted to ordinary village societies, and (6) when 
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defaults occur in the repayment of mortgage loans, the 
assets of the society become frozen and the obtaining and 
execution of mortgage decrees for the recovery of overdue 
loans becomes an extremely difficnlt operation. 

The above remarks refer to mortgage security in ordinary 
village societies. General banking practice regards as 
dangerous any long term loans not covered by long term 
deposits. The Committee felt that the establishment of 
well-conceived and well-administered mortgage associations 
or banks at the instance of the landed gentry of the country 
with the help of Government would be a measure of great 
value not only to the proprietors themselves, but also to the 
Government. 

They might have added that the existence of well- 
managed long term mortgage banks would help the small 
village society to confine its activities to short term loans. 

Such co-operative land mortgage banks^ are now being 
organised but it remains to be seen what their effect will be. 
Mortgages are seldom made for productive purposes. The 
majority appear to have their origin in unsecured debt. 
The chief object of the new institutions is to advance money 
for redemption of existing mortgages. 


30. A registered society shall receive deposits Regjric.- 
and loans from persons who are not members only bp“o^i'g. 
to such extent and under such conditions as may be 
prescribed by the rules or by-laws. 

Burma adds:—and shall in respect of such deposits 
and loans make such provision for the maintenance of fluid 
resources as the Eegistrar may, by general or special order 
in this behalf, prescribe. 

Under the former Act, section '9 ran: A society may 
receive deposits from members without restriction, but it 
may borrow from persons who are not members only to such 
extent and under such conditions as may be provided by its 
by-laws or by rules made under this Act. The Madras Act 
applies this provision to everyone, members or non-members. 

Mr. Wolff described this restriction as unwise as what is 
wanted at the outset is other people’s money; the credit 
sought is from outside. The present section is not open to 


^ The subject is very ably discussed in Mr. Strickland’s book ‘ Studies 
in European Co-operation.’ Vol. U, ch. I (1925). 
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Mr. WolfE's objections. The restriction is necessary in the 
interest of thrift for, as already remarked the savings of 
members must be accepted in preference to deposits from 
non-members. This' section also enables the members to 
fix a limit in their by-laws to their unlimited liability. 

This section (except in Madras) only refers to non¬ 
members. Deposits and loans from these cannot be received 
unless this is specially provided for by rule or in the by-laws 
[o/. sec. 43 (2) (c)]. The Indian Central Banking Enquiry 
Committee rightly pointed out that without the aid of an 
efficient and well-organised Central Bankm^ System which 
can act as a true balancing centre for primary societies, 
the latter cannot receive and utilise non-members’ deposits 
without risk and with profit. The Foreign Experts held 
that the primary society should aim at becoming the 
savings and loan bank for the village and suggested that 
members should on principle receive a somewhat higher rate 
of interest on deposits than non-members. 

Of course, the most important non-member from which 
a society can obtain a loan in some countries is the Govern¬ 
ment, and Madras has a special section 31: The Local 
Government may, subject to such rules as may be prescribed 
in this behalf, grant loans to, take shares in, or give financial 
assistance in any other form to a registered society. In 
British Columbia, an agricultural association can borrow 
from Government up to 80 per cent, of its subscribed capital. 
The amount of stock paid up must be at least 50 per cent, 
of the subscribed capital. The loans are repaid within 
20 years at 4 per cent, and with a sinking fund. 

In Quebec, an agricultural association may not borrow 
more than four times the aggregate amount of the subscribed 
shades and reserve fund. 

This section applies to Central Banks whose gross 
liabilities should not ordinarily exceed ten or at the most 
twelve times their capital plus reserve fund. It is in practice 
more important to fix a low maximtim on dividends. This 
removes the temptation to seek high profits and ensures a 
more rapid growth of the reserve. A deposit ordinarily is 
money lodged in a banlc for safety or convenience; here it 
consists of money ofiered to a society at its fixed rates; while 
a loan is secured by a society on the lender’s terms when it 
cannot get enough deposits. The section seems ,to have 
direct reference to the English law on the subject. Prior 
to 1898, a Friendly Society could not receive a deposit 
from non-members. Sir Horace Plunkett, in order to 
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facilitate the establishment of Co-operative Societies in 
Ireland, secured an amendment conferring upon them the 
power to borrow and to receive deposits from any person, 

•whether members or not. This power is expressly limited 
to societies which by rule provide that no part of the funds 
shall be divided by way of profits, bonus, dividend or other¬ 
wise among the members and that all money lent to members 
shall be applied to such purpose as the society or its com¬ 
mittee of management may approve [The Societies Borrow¬ 
ing Powers Act,' 1898]. llie condition that certain societies 
should not be allowed to distribute profit or di-vidend so 
long as they are dependent on deposits from non-members is 
one that might be imposed in India. 

In Hungary the Central Credit Society has a decisive 
voice in permitting or prohibiting a Co-operative Society 
borrowing from a third party. Its own loans to primary 
societies do not usually exceed three times the amount of 
their share-capital (<i\Tonogiaph). The control of a central 
financing iustitution will probably prove more acceptable 
than the best-intentioned rule of a Local Government. 

31. Save as provided in sections 29 and 30, the Restrictions./ 
transactions of a registered society with persons transactions 
other than members shall be subject to Buch^®^^°“g- 
prohibitions and restrictions, if any, as the Local 
Government may, by rules, prescribe. 

See section 43 (1). 

The transactions of credit societies are dealt with by 
section 29 (1). So that this section refers to transactions 
other than credit. The general rule is that there should be 
no transactions with non-members except for the benefit of 
members.^ A credit society may borrow from non-members 
but may not lend to them, a stores society may purchase 
from but may not sell to them, while a sale society may sell 
to b-ut may not purchase from them. The co-operative idea, 
as Sit P. Nicholson points out, connotes membership and no 
departure from it should be allowed. Societies are associa¬ 
tions for self-help and they have no duties to help others and 

Gf. Herrick, p. 248. ‘ A Co-operative Society must of necessity 
m some circumstances deal with outsiders, but its benefits and advantages 

are all confined to members. The Co-operative Society excludes the 

public whenever it is possible to do so, and conducts its operations as on a 
common account for the mutual ben^t of members alone.’ Also p. 449, 
writing of Quebec, ' all the benefits of the association must be confined 
to members.’ 
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tte la-w does not empower any one to impose sncli obliga¬ 
tions npon tbem. Transactions witb. non-members naay 
be prohibited or restrict^: they cannot be ordered to be 
nn&rtaken. The Committee on Co-operation did not think 
it possible to lay down any general rule but considered 
that as far as possible such dealing with non-members ^onld 
be avoided. They would not pr^s this rule in cases where 
the operations of a society, if confined to its own members, 
would be so restricted that it could not be managed with any 
prospect of profit or economy. 

For instance, agricultural implements may be sold 
at wholesale rates only in lots of 25, whereas the members 
of a society may only requite 20 or 22. in such a case the 
society would he justified in disposing of the balance to 
non-members. ^Ir. WoIS referring to supply societies writes 
that observance of the wholesome canon that no business is 
to be entered into with non-members is likely soon to serve 

as a magnet to attract more members. There 

has been no more eSective recruiting officer for German 
Agricultural Co-operation than the legal prohibition of 
dealing with non-members. 

On the other hand it would seem that in England 
and Italy, transactions with non-members are a useful 
means of attracting them to become members. If a man 
deals with a co-operative store and receives no dividend or a 
less dividend than is paid to members, he inclines to become 
a member. The merits and demerits of transactions with 
non-members form a theme for endless discussion. The 
possession of valuable privileges renders societies open to 
restrictions imposed at the instance of private traders or by 
Government. 

In the former German Act, Distributive Societies may 
only sell goods in the ordinary course of business to members 
or their representatives. But in 1896, the Act was amended 
to remove this limitation for Agricultural Dist^utive 
Societies which, without keeping an open shop, deal in goods 
which from thor nature are exclusively for use in agricultural 
operations. But ilr. Cahill says: (p. 170), that de.'ilings 
are not encouraged by the societies, as new members are not 
likely to be attracted, if the advantages of membershiPi 
without its duties, are thus obtainable. IVhen socieri^ 
have a surplus of stock, having obtained more than their 
members ordered or bought, they often di^ose of it to 
non-membms. Similarly the Italians permit of sale m 
agricultural implements.' etc., to non-members- In the Irish 
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Dairy Societies, a farmer must join witliin tliree months 
of his commencing to supply milk, or the Committee may 
exclude him from dealing with the dairy. 

The Argentine Government proposed to limit the 
advantages of the Co-operative Societies Act to co¬ 
operative distributive societies in which the sale is limited 
to members only. In Hungary the co-operative distributive 
societies sell to non-members also, and this has occasioned 
much protestation from the shopkeepers (although the 
societies are not exempted from taxes and duties) (hlono- 
graph). The House of Lords Committee on the Thrift and 
Credits Bill in recommending that credit banks should be 
empowered to carry on, jointly with their banking business, 
a co-operative trading business, added “ the trading of such 
bank should be confined to its own members.” In Italy, 
societies for manufacturing manures sell freely to non- 
members. 

This prohibition against transactions with non-members 
is based upon two considerations. First Co-operative 
Societies are associations for mutual help amongst members. 
They render the best possible service at the lowest possible 
rate* and make no commercial profit. Any surplus is to be 
returned to the members either as a bonus upon their transac¬ 
tions or as an addition to the society’s reserve fund. If a 
society regularly deals with non-members, it makes a commer¬ 
cial profit out of them and opens a door to greed for dividends. 
It lays itself open to assessment to Income-Tax and to loss 
of its privileges (c/. notes to sec. 28). Secondly, co-operation 
stands for fair play all round. It is open to any body of 
men to associate together to improve their economic position 
by legitimate means, but if they compete with private 
traders they lose their right to special privileges. The private 
traders have a right to insist that Co-operative Societies 
must not compete with them for the custom of non-members. 

In order to ensure that no hardship upon non-mem¬ 
bers is inflicted by this prohibition, it is inciunbent upon 
Co-operative Societies to be open to all qualified for 
membership [of. notes to sections C, 28 and 43 (j)]. 

The right or interest of a non-member to deal with 
a Co-operative Society does not exist; but where such 
dealings are permitted a problem arises as to whether 
non-members should share in the patronage dividend. 
In the U. S. A. twelve co-operative laws state that non¬ 
members shall or may receive patronage dividends, and 



162 


THE CO OPEKA.TIVE SOCIETIES ACT [s 32 


several of these specify that the rate to non membeis shall 
be one half the rate paid to members 

On no account whatsoever should credit be gnen to 
a non member Lnglish Co operatn e Societies bar credit 
and the rule of compulsorj arbitration does not apply to 
debts owed by non members 

M here Sale Societies or Commission Shops deal in the 
produce of non member there is no objection to an ad^ ance 
payment on the secunty of the goods deposited for sale 

32 (1) A registered societj maj inaest or 

deposit its funds— 

(а) in tlie Got eminent Savings Banl or 

(б) in any of the securities specified m section 

20 of the Indian Tiusts Act 1882 or 
(c) in the shares or on the security of anj 
othei registered society or 
((?) u ith an} bank or person carrying on the 
business of banking appiot ed for this 
purpose by the Registrar or 
(e) m any other mode permitted by the rules 
^2) Any mt estments or deposits made befoie 
the commencement of this Act nhich uould hate 
been t alid if this Act had been in force are hereby 
ratified and confirmed 
This spction IS permissne 

Invest convert into some other form of wealth usually 
of a more or less peimanent nature (Century Diction iij) 

1 unds the stocl or accumulation of money oi other 
form of wealth available for the puipose 

This section refers to fimds not immediately reqiired 
in the busmess of the society and not merelv to the resen e 
fund [See notes to sec 29 (1) and the distribution between 
a loan and a deposit ] The section is permissive so a piimaiy 
society IS not debarred from using its ^eser^ o fund in its o\i u 
business 

The society has a right to invest its funds in any of 
the securities referied to m clauses (a) to (d) Clausp (e) 
expressly excludes the previous clause** so that the lules 
cannot take away this light or limit the societv s choice 
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(а) Government Savings Bank. —Co-operative Societies’ 
accounts are considered as public accounts. The following 
. concessions have been granted:— 

(1) Societies may withdraw sums up to Rs. 3,000 

from their accounts on three days’ notice and 
up to Rs. 10,000 on ten days’ notice at all 
Post Offices situated at District Headquarters 
or at taluka headquarters, where there is 
also a telegraph office. 

(2) Societies may withdraw sums up to Rs. 3,000 
on ten days’ notice from all other Post Offices. 

(б) Section 20 of the Indian Trusts Act, 1882, allows 
investments in the following:— 

(а) in promissory notes, debentures, stock or other 

securities of the Government of India, or of 
the United Kingdom of Great Britain and 
Ireland; 

(б) in bonds, debentures and annuities charged by 

the Imperial Parliament on the revenues 
of India; 

(c) in stock or debentures of, or shares in, Railway 

or other Companies, the interest whereon 
shall have been guaranteed by the Secretary 
of State for India in Council; or in debentures 
of the Bombay Central Co-operative Bank, 
Limited, the interest whereon shall have been 
guaranteed by the Secretary of State for 
India in Council^; 

(d) in debentures or other securities for money issued 

under the authority of any Act of a Legislature 
estabhshed in British India, by or on behalf 
of any municipal body, port trust or city 
improvement trust in any Presidency to\vn, 
or in Rangoon town, or by or on behalf of 
the trustees of the port of Karachi; 

(c) on a first mortgage of immoveable property 
situate in British India : Provided that the 
property is not a leasehold for a term of years 
and that the value of the property exceeds by 
one-third or, if consisting of buildings, exceeds 
by one-half, the mortgage-money; or 


Added by Act XXI of 1917. 
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(/) on any other security expressly authorised by 
the mstnunent of trust or by any rule which 
the High Court may from time to time presciibe 
in this behalf 

(c) In any other legisteicd society —The 

Commit+ee on Co operation object to primary •societies 
deposiuing their resen e fund m Central Bank's but advocate 
the deposit of their surplus funds m them 

The Industrial and Provident Societies 4ct (sec 3o) 
expressly adds provided that no such investment be mide 
in the shares of any society or company other than one vith 
limited liability This should be the rule in India {cf 
section 4 proviso 2) and this proviso has been added to 
this clause in the Bombay and Aladras 4cts Some laws 
rightly impose a limit on the amount that mav be so 
invested and name the majont} in a general meeting 
required to authorise such an mvestment 

(d) The House of Lords Committee on the Thrift and 
Credit Bill recommended that thrift and credit banks should 
be empowered to depo«5it tlieur surplus in a local joint •stock 
bank it they so desire 

4pparently a member treasurer need not be approved 
for ordinary deposits 

(e) In any other mode eg m the erection of office:> 
and purchase of land therefor but not in the shares of any 
Company to which any reserve liability attaches It must 
not be deposited on personal security as this would approach 
an evasion of seotaon ’9 (1) 

The Punjab has a rule a registered Co operativ e Society 
may mvest or deposit its funds in any bonds oi loan issued 
by the Punjab Government and secured upon its rev enue's 

The 4ct docs not prescribe the authority which may 
sanction the investments the Committee or majority at 
a general meeting Rules mav be framed under section 
43 (p) 

For convemence of reference it may be mentioned 
here that societies are permitted to keep their fundo m a 
strong boA m the Government Treasury 

r Funds not 33 No part of the funds of a registered society 

ivfd^dbv shall be divided by way of bonus or dividend or 
prolt* otherwise among its members 
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Provided that after at least one-fouith of the 
net profits in any year have been carried to a reserve 
fundj payments from the remainder of such profits 
and from any profits of past years available for 
distribution may be made among the members to 
such extent and under such conditions as may be 
prescribed by the rules or by-laws : 

Provided also that in the case of a society with 
unlimited liability, no distribution of profits shall be 
made without the general or special order of the 
Local Government in this behalf. 

The Bombay Act is given in the Appendix. It restricts 
dividends to ten per cent. But the prohibition of a bonns 
is omitted and societies there have been found distributing 
a bonus in addition to the dividend. In the United 
Provinces, societies for production and distribution are now 
allowed by rule to give to members a dividend on their share- 
capital as well as a bonus on their non-credit dealings subject 
to the limitation that the whole account, so distributed in 
dividend and bonus shall not exceed 50 per cent, of the net 
profit on the year’s working. 

This is hardly co-operative and must tend to encourage 
the shareholder who does not deal with the society. Bombay 
which omits this reference to a bonus supplies the deficiency 
by a rule forbidding any bonus in addition to dividend. 

Madras specifically allowB payment to a member for 
work done by hiTn as secretary or as clerk on such scale 
as may be prescribed by the by-laws, and also allows a bonus 
to him. It omits the proviso as to societies with unlimited 
liability and leaves this to the rules and by-laws. 

In a Co-operative Credit Society on the Raifieisen 
model all profits go to an indivisible reserve; this reserve 
on liquidation is not divided amongst the members but is 
devoted to some object of public utility or it may be kept 
in deposit until a new society is started in the same area. 

In stores societies on the Rochdale plan, the profits 
(after allowing for reserve) are distributed amongst the 
members as a dividend on the amount of transactions. This 
is distribution on a patronage basis. The main principle 
is clear and such confusion as there is, arises from the use 
of the words “ profits ” and ” dividend.” Co-operation 
aims at rendering services to the member at the actual cost 
of those services. Ordinary business caution requires that 
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some provision should be made for unforeseen contingencies 
and accordingly members are usually called upon to pay 
more than is necessary The resultmg surplus belongs to the 
members in the proportion in which they have contributed 
to it In stores (distributive societies) this surplus is accord¬ 
ingly returned as a rebate on purchases In sale societies, 
It IS refunded on goods sent for sale In actual practice 
it has, m England, been found expedient to sell at market- 
rates and to return the benefit arismg from co operatn e 
purchase in the form of a bonus or rebate, commoidy referred 
to as dividend This aggregate rebate cannot accurately 
be called profits, as it would be absurd to suggest that the 
members in their corporate capacity v ere try mg to get the 
better of themselves in their individual capacity ^ TJn 
fortunatelv manv people fail to realise that the aim of 
co operation is that all should share m the benefits in pro 
portion to the support giv en bv each to the enterprise, 
and accordingly it becomes advisable tint co operatn e 
laws should make obligatory a truh co operative method 
of distributing the earmngs There are four points to he 
provided for —the payment of interest on capital, the 
settmg aside of a reserve fund, the protmon of an 
educational fund and the distribution of profits m the form 
of patronage dnidends 

In England, five per cent a as for long regarded as a 
fair rate of interest In America, various States hav e fixed 
maxima, varying from five to ten per cent AMnteier 
sum be fixed, it represents all that co operation allows to 
capital It seems desirable to include a reference to this 
m this Act The proportion to be set aside for resene 
varies in different countries, and must vary according to the 
nature of the business done The tv o English Acts do not 
prescribe anv reserve fund at all, but there it is generally 
xecogmsed that the fundamental obligations of busme-ss 
make a provision for lesexv e necessary 2 The propoition 
of twenty-five per cent m this section seems too high for 
distributive societies and it has been proposed to amend 
the Act so as to allow Local Governments to pre'^ciibe a 
lower proportion for these 

The New York State law relating to productne Co 
operative Societies prescribes that profits shall be deioted, 
firstly, to payunent of a dividend not exceeding six per cent 
on capital stock , secondly, ten per cent to resets e , thirdly, 

1 Cf Bnnl Reconstruction »a Ireland, p 100 

^ C/ Tetlow, p 176 
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five per cent, to an educational fund to be used in teaching 
co-operation; the balance is divided amongst members on 
transactions (non-members get half rate). 

In Saskatchewan (non-credit) the directors must so 
apportion the net profits as (a) to set aside 15 per cent, for 
a reserve fund until that fund equals at least 30 per cent, 
of the paid-up capital; (6) to pay interest on the paid-up 
capital stock not exceeding 6 per cent.; (c) to divide the 
remaining profits among the patrons of the association 
whether shareholders or not, in proportion to the volume 
of business done, unless by by-law it be provided that the 
dividend duo to a non-shareholder maj* be retained and 
credited to him on account of capital stock until an amount 
is accumulated equal to the par value of one share. The 
patron then receives a stock certificate and can thereafter 
share in the dividends like the other shareholders. 

In Manitoba, the compulsory reserve is ten per cent, 
until the 30 per cent, limit is reached ; the interest on stock 
must not exceed 7 per cent. If a non-shareholding patron 
receives a dividend, this must first be credited to the 
purchase of one share. 

In Quebec, until the reserve fund is equal to the sub¬ 
scribed capital the total amount of the dividends distributed 
must not exceed eight per cent, of the paid-up capital. 
Thereafter distribution on a patronage basis is allowed. 

This section is not vciy^ clearly worded. 

In societies with rinlimitcd liability, no distribution 
'of profits shall be made, without the permission of the 
Local Government. This general prohibition accords with 
Raiffeisen’s object of creating capital where none existed 
before. The annual surplus was to be accumulated steadily 
until the fund was sufficient for working capital; thereafter 
the* profits were to be devoted to objects of public utility for 
the general benefit of the member^. In Europe, societies 
which have no shares pay no dividends,^ and this was the 
original law in India. With the development of societies with 
shares and unlimited liability, there came a demand for 
dividends on shares and it was left to Local Governments to 
deal with this." The general rule is to withhold permission 

» Hernok, p. 403. 

* Sir R. Carlyle introducing the New Act of 1012 said (Ray, p. 281) ;— 
It ■R'ill, I think, generally bo recognised that the inclusion of provision for 
the division of profits to the members of nnliinitcd liability societies tends 
to bring in influences dangerous to the true co-opcrntive spirit. tVe must, 
however, accept facts, and not insist on pushing too far our co-opcrntive 
idealism. 
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until the society is full ten years old; after that, the rules 
vary. In the English Societies’ Borrowing Powers Act, 
societies accepting deposits from non-members should not 
divide any part of the funds by way to bonus or dividend. 
The desirability of placing all profits to reserve against the 
possibility of loss to any depositor is so clear, that it need not 
be discussed further. There thus emerge two important 
principles which should be embodied in the Act. 

In societies with unlimited liability and without shares, 
no division of profits amongst the members should be allowed. 

In societies with unlimited liability and with shares, 
no division of profits should be allowed so long as there 
are any deposits from non-members. 

The Madras Committee recommended that in primary 
credit societies the payment of dividends should be dis¬ 
couraged. The Burma Committee supported this and further 
recommended that no society of unlimited liability should 
by rule be allowed to distribute a dividend so long as it 
holds deposits from non-members or borrows from its finan¬ 
cing agency. 

Where the liability is limited, the law should pres¬ 
cribe that out of the annual profits, a dividend on shares 
may be allowed not exceeding (by one or two per cent. ?) 
the ordinary interest rate paid by the society, a proportion 
must be put to reserve until the capital owned by the society 
is sufficient for its needs, and the balance may be distributed 
to members in proportion to their transactions with the 
society. 

It seems to be doubtful whether this section would 
permit a store society to distribute a " dividend ” on 
transactions more frequently than once a year. An amend¬ 
ment seems desirable to make it clear that this can be done. 
Eules may be made under section 43 (p) and (r). It is 
extremely important that the method of division of funds 
by way of profit should be strictly defined, as any mistake 
may lead to disputes. 

Under section 46, the Punjab Government has granted 
a general exemption to all registered co-operative thrift 
societies; and has also allowed a regimental society (10th 
Hodson’s Horse) to put to reserve only five per cent, of its 
net profits. This was an old society whose membership 
changes as older soldiers retire and new recruits come in. 

The Madras Committee held that in purely thrift societies, 
a reserve fund was unnecessary; it reduced the tangible 



S. 34.] PEOPEEir A2frD rUKDS OF EE6D. SOCIETY. 159 


advantages of membership and so might discourage thrift. 
They recommended exemption from the compulsory main¬ 
tenance of a reserve fund. Punjab opinion, however, 
favours a small reserve fund to meet such eventualities as a 
decline in the value of investments. The rule, however, 
runs:— 

“ Credit societies with shares and whether with limited 
or unlimited liability which have for their main object the 
accumulation of their members’ savings are exempt from 
setting apart as reserve fund any portion of their profits, 
provided they have provision in their by-laws neither for 
borrowing from non-members nor for lending to their 
members.” 

Bihar and Orissa has a similar rule for thrift and savings 
societies but requires 5 per cent, of the net profits in any year 
to be carried to a reserve fund. 

A few mote points deserve notice. 

The first paragraph of this section is the ground for 
remission of Income-Tax. There are no profits in the 
ordinary commercial sense to assess. It also seems to 
prohibit a return of share-capital (except on liquidation). 
Purther it is to be noticed that the reserve fund becomes 
divisible as soon as registration is cancelled so that any 
design to preserve the fund for future societies, etc., must 
be clearly embodied in the mles. 

The Act itself does not permit of any division of profits 
in cash. In limited liability societies, division in cash may 
be provided for in the rules or by-laws; in unlimited liability 
societies, no division in cash may be made unless sanctioned 
by general or special order of the Local Government. 


34. Any registered society may, with the contribu- 
sanction of the Eegistrar, after one-fourth of the charitable 
net profits in any year has been carried to a reserve purpose, 
fund, contribute an amount not exceeding ten per 
cent, of the remaining net profits to any charitable 
purpose, as defined in section 2 of the Charitable 
Endowments Act, 1890. 

The definition is as follows:— 

Section 2, In this Act " charitable purpose ” includes 
relief of the poor,’ education, medical relief, and the 



160 


THE CO-OPEEATIVE SOCIETJES ACT, 


[8,34. 


advancement of any other object of general public utility, but 
does not include a purpose •which relates exclusively to 
religious teaching or worship. 

It has been suggested that the maximum to might now 
suitably be raised &om ten to fifty per cent.: most 
co-operators would be in favour of an increase to twenty-five 
per cent. 

The Bombay Act has raised the limit to a stun not 
exceeding 20 per cent, of its net profits. 

As pointed out by the Begistrar, Bihar and Orissa, 
societies may, and frequently do, carry part of the profits to 
special funds for education, etc., but 'any expenditure from 
sucb a fund still requires the sanction of the Registrar. The. 
allocation of profits to such funds does not require sanction, 
it is the contribution from them to any charitable purpose 
that calls for sanction. Madras no longer requires the 
Registrar’s sanction. 

The question whether an Industrial and Provident 
Socie^ could devote any part of its funds to education 
was fought out at great length in England. The Rochdale 
Pioneers insisted on provision for this being made in their 
rules and the Registrar refused to register them. As the 
result of a long struggle the right was conceded by Parliament. 
2klr. Brabrook writes: From the earliest formation of co¬ 
operative stores, it has been made a feature of the scheme 
that some of the profits should be applied to educational 

purposes. This.embodies the idea of 

self-improvement and self-help, which is fundamental to- 
the movement. The educational work of the movement 
may be divided into three branches: education in the prin¬ 
ciples and methods of co-operation, provision for the acquisi¬ 
tion of knowledge on general subjects, and arrangements for 
recreation and pleasure .... 

In some countries, a contribu-tion to some educational 
or charitable purpose is compulsory. For instance the 
Wisconsin (U. S. A.) law enacts that after paying six per 
cent, on stock (shares) and ten per cent, to reserve, the 
directors shall set aside five per cent, of the net profits for,an 
education fund to be used in teaching co-operation.^ Kine 
American State laws make an education fund compulsory, 
eleven requite a by-law on the subject. 


» Povrell, p. 45. 
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Inspection of Affavts 

35. (1) The Registrar may of his own motion inc 
and shall on the request of the Collector, or on the 
application of a majority of the Committee, or of 
not less than one-third of the members, hold an 
inquiry or direct some person authorised by him by 
order in writing m this behalf to hold an mquiry 
into the constitution, working and financial condi¬ 
tion of a registered society 

(2) All officers and members of the society shall 
furnish such information^ m regard to the affairs of 
the society as the Registrar or the person authorised 
by the Registrar may require 

Bombay and Burma baie omitted the \\ords “ and shall 
on the request of the collector ” Madias retains them 

Gf Indian Compames Act, sections 137, 138 and 140 
Under these sections, the Registrar may call for such informa¬ 
tion or explanation as he may consider necessary m order 
that documents submitted to mm may afford full particulars 
of matters to which they relate The company is bound 
to supply the information under a penalty, and the informa¬ 
tion 13 open to public mspeclaon If the mformation dis 
closes an unsatisfactory state of affairs, the Registrar may 
report to the Local Goveinment, which is empowered to 
appoint a competent inspector to make an myestigation 
Such an myestigation may also be ordered on the application 
of the holders of one fifth (Banking Company) oi of one- 
tenth (any other company) of the shares 

The Industrial and Provident Societies Act (sec 18) 
sensibly limits the applicants to members “ each of whom 
has been a member of the society for not less than twelve 
months immediately preceding the date of the application ” 
But ten members can apply The Friendly Societies Act 
requires only one fifth of the whole number of members, 
they must show good reason, and give evidence that they 

^ Id amending the Act noids should be inserted here requiring 
officei^ and memheis to produce books, etc , as in section 17 (3) A penal 
clause for default imght also be added hladias has a rule —^The Registrar, 
or any person authorised by him to hold inquiry under section 3 j or 36 
of the Act shall have power by summons to compel any person to attend 
as a witness or to produce au\ document before him and also to administer 
oaths under sections 4 and 5 of the Oaths Act 
0, CSA 


11 
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are not actuated by malicious motives. They may be 
required to give security for costs. 

The Inspecting Officer may require the production 
of all or any of the books of the society and in England he 
may examine on oath any officer, member, agent, or servant 
of the society in relation to its business. [Cf. sec. 4 (a) 
Oaths Act: all persons having by law or consent of parties 
authority to receive evidence may administer oaths and 
affirmations ....]. 

Japanese Societies are subject to most strict inspec¬ 
tion and supervision by the State.^ The Report of the 
English A, O. S. for 1923 says: Committees should make 
it a practice to have their business methods thoroughly 

overhauled every five years.it is the very essence 

of sound management; though it is pleasant enough to 
perform miracles of life-saving, it would be pleasanter far and 
easier to help to keep societies well clear of rocks or shoals. 

The Burma Committee recommended that all inspection 
notes of societies should be shown to the financing bank 
when required. 

Clause (2).—Failure to produce or wilfully neglecting 
or refusing to furnish any information so required is an 
offence under the English Act and, in the case of companies, 
under the Indian Companies Act [sec. 140, cl. (3)]. In 
amending the Act, a third clause should be inserted. The 
result of any enquiry under this section shall be communi¬ 
cated to the Society; and a fourth: An inspector appointed 
under this section may require the production of all or any 
of the books and documents of the society. (See Friendly 
Societies Act.) 

The Bombay and Burma Acts have adopted the sugges¬ 
ted third clause and Bombay and Madras have provided a 
penalty for neglecting or refusing information, (See 
Appendix.) Ma&as prescribes that the Registrar shall 
communicate the result to the financing bank, if any, to 
which the society is indebted. The new Act also empowers 
the Registrar or authorised inquirer to secure free access to 
the books, accounts, documents securities, cash and other 
properties, to summon persons possessing or responsible for 
their custody or anyone believed to have knowledge of the 
affairs of the society, to insist on a general meeting being 
called and to determine the agenda. {Gf. Appendix.) 


Ogata; The Co-operative Movomont in Japan, p. 91. 
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In England tlie Eegistrar has no authority to interfere 
uith the internal working of societies unless the members 
themselves (as m this section) call upon lum to do so It is 
very important that there should be ensured to the membeis 
some methol of ascertamino what are the contracts into 
which their society has enWed how their Committee are 
carrying on the business and what is the financial condition 
of the concern Ihis nght to an enquiry is important for 
the maintenance of the pnnciple of eqmtable association 
It gives a mmoritv of the members the right to learn what is 
being done by the Committee elected by the majority As 
Mr olff points out auditing howevei si illed isiiotinspec 
tion It has regard to actuarial account keepmg Inspec 
tion apphes to the ase which the punchayet has made of its 
discretionary powers the punchayet needs 

such a sheltering authority to shield it against improper 
demands ^ In co operative banking the administrators that 
we bar e to deal with aie for the most part mere amateur 
bankers little skilled in the teehmcal details of the business 
and without much eaperience Raiffeisen found— 

S ': as Indian Registrars find in the present day and 
h organisers in Ireland—that the little Committees and 
Councils were in manv cases not capable of keeping accounts 
and exercising their other functions in the most correct way 
The idea of obligatory inspection by a higliei authority is 
now e\ erywhere approved The difficulty is to get people to 
agree respecting the «hape which such inspection is to 
take 2 


36 (1) The Registiar shall on the apphcation 

of a creditor of a registered societ} inspect or direct of indebted 
some peison authorised by him by order in wnting 
in this behalf to inspect the boolm of the society 
Provided that— 

(a) the applicant satisfies the Registrar that 
the debt is a sum then due and that he 
has demanded payment thereof and 
has not received satisfaction within a 
reasonable time, and 


Co operat on in Ind a p 172 

Co oporative Credit for tl e IT S pp 101 el ea 
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(&) the applicant deposits with the Eegistrar 
such sum as security for the costs 
of the proposed inspection as the 
Eegistrar may require. 

(2) The Eegisti^ shall communicate ' the 
results of any such inspection to the creditor. 

A penalty is required for refusal to produce the books. 
Bombay provides for this. It has changed “ shall ” for 
“ may,” alleging practical considerations. Burma con¬ 
sidered the point but adhered wisely to *•“ shall.” Madras 
has elected for “ may ”. Its new Act gives the Registrar 
or the inquirer authorised by him all the powers conferred 
in the preceding section. It further directs that the result 
of the inquiry shall be communicated to the financing bank, 
if any, to wmch the society is indebted. 

Inspection, to a commercial banker, means an inquiry 
into the financial status of a society (Madras Committee). 
Supervision, on the other hand, involves constant adminis¬ 
trative assistance in routine work, advice on financial 
matters, and general guidance, both icom the business and 
the co-operative aspects. 

This section is based on section 163, Indian Companies 
Act. If a creditor to whom the Company owes a sum 
exceeding Rs. 600 serves a demand which the Company 
neglects to pay for three weeks, the Company “ shall he 
deemed to be unable to pay its debts ” and may be wound 
np by the Court. The above section of the Co-operative 
Societies Act fixes no minimum to the sum; presumably 
three weeks would be a reasonable period. It also does not 
require a Registrar to wind up a society which is unable 
to pay its debts but it would be difficult to conceive of a 
Registrar refraining from ordering liqiddation in such a 
case. A creditor who holds a decree against a society, 
being unable to detain the society in the civfi prison, can only 
proceed by the attachment and sale of its property. _ There 
is no statute which allows a decree holder against a registered 
society to pursue his remedy in execution against a member, 
and therefore^ if the property of the society is insufficient 
the Registrar is botmd to come to the assistance of the 
creditor and to enforce the liability of the members, if 
necessary, by winding up. The South African Act provides 
that if judgment has been obtained against the society and 
such judgment is -not within three months thereafter 
satisfied, the plaintiff may proceed against all members or 
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anv member of such society m respect of suob Lability 
Something qmilar should be inserted here when the Act is 
amended 

The Madras Committee recommended that the provm 
cial bank should not only have power to mspect central banks 
financed bv it but that the responsibility for such mspectiou 
should be imposed upon it Most people will agree that 
banks and societies should welcome an inspection of their 
books by their financmg agencj but such mspection should 
be rigidly confined to obtaimng information for the financmg 
bank Experience however shows that this kind of inspec 
tion IS apt to lead to ignorant interference with the mternal 
affairs The new Act gives the financmg bank the right 
to inspect the books of anv society indebted to it The 
inspectmg officer must be certified by the Registrar as com 
petent to undertake such an inspection The inspectmg 
officer has full rights to secure information 

It was proposed in Burma to empower the Registrar 
to require a society to pay any sum found on mquiry to be 
i\itbheld without sufficient cause and also to apply to the 
Collector for recovery as arrears of land revenue The 
clause was omitted by the Select Committee on the draft 
Bill 


37 Where an inquiry is held under section 35 
or an inspection is made under section 36, the 
Registrar may apportion the costs, or such part of 
the costs as he may think right, between the society, 
the members or creditor demandmg an inquny or 
mspection, and the officers or former officers of the 
society 

The Bombay and Burma Acts add —and the members 
or past members of the society 

4.S both Acts make past members hable only for debts 
it IS difficult to see how they can be liable for costs incurred, 
after they have ceased to be members Madras keeps to the 
old wordmg 

Bombay further adds provided that— 

(a) no order of apportionment of the costs shall be 
made under this section unless the society or persons hable 
to pay the costs thereunder has or have been heard or has 
or have had a reasonable opportumty of being heard 
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( 6 ) the Registrar shall state m writing under his own 
hand the grounds on which the costs arc apportioned 
The Act also provides for an appeal from such order 
Madras gets all that is secured in (n) by inserting in the 
third line of the section after may the words after 
giving the parties an opportunit} to bo heard It further 
enacts that costs may also be awarded to the financing bank 
in the case of an inspection by that banl 

Recovepr 38 Any sum awarded bj way of costs under 
section 37 may be recoveied on application to a 
Magistrate bavmg jurisdiction m the place where 
the peison from whom the mone) is claimable 
actually and voluntarily resides or carries on 
busmess by the distress and sale of anj mot eahle 
property within the hmits of the jurisdiction of 
such Magistrate belongmg to such person 

The Bombay Act prescribes tint the application •shall 
be by the Registrar and adds and such Magistrate •shall 
proceed to lecover the same m the same manner ns if it were 
a fine imposed bj himself 

Madras enacts that the sum m 13 be rccot erod ns if it 
were an arrear of land revenue 

Dissoluhon of Society 

Dissolution 39. (1) If the Registrai after an inquiry Ins 
been held under section 35 01 aftei an inspection 
has been made under section 36 01 on receipt of an 
application made bi thiee fourths of the memheis 
of a registered society is of opinion that the societj 
ought to be dissolved, he may cancel the lejnstiation 
of the society 

Burma introduces an intermediate stage prior to can 
collation so here the Registrar raaa order the •^ooiet) to 
be wound up 

Madras prcsoribcs that a copy of the order shall forthw ith 
be communicated to the society by registered post 

(2) Any member of a society maj, wuthin two 
months from the date of an order made under 
sub section (1) appeal from such ordei 
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(3) .Wliere no appeal is presented witliin two 
months from the making of an order cancelling the 
registration of a society, the order shall take effect 
on the expiry of that period. 

(4) Where an appeal is presented within two 
months, the order shall not take effect until it is 
confirmed by the appellate authority. 

Madras adds :—and such confirmation is communicated 
to the society by registered post. 

(5) The authority to which appeals under this 
section shall lie shall be the Local Government: 

Provided that the Local Government may, by. 
notification in the local official Gazette, direct that 
appeals shall lie to such Revenue-authority as may 
be specified in the notification. 

Bmma substitutes other ” for “ Revenue ” in the 
penultimate line. 

For the Bombay section 47, see Appendix. 

As already indicated, a Registrar is morally bound 
to cancel the registration of a society that is unable to pay 
its debts. 

As the Patna High Court F. B. noted, it must be 
assumed that the Registrar will act judicially. But the 
Burma Committee found that the Registrar had repeatedly 
been called upon by the Provincial Bank to inspect societies 
and he had failed to take effective measures to recover the 
loans or to liquidate the societies. The Committee therefore 
recommended an amendment to make it clear that the 
Registrar should ordinarily order to be wound up any 
society which was neglecting to pay up sums due on the 
demand of its creditor. 

Members contemplating an application for cancellation 
under clause (1) must bear in mind the periods fixed, under 
sections 23 and 24, for the tennination of the liability of 
past and deceased members. When the Act is amended it 
is hoped that clauses (3) and (4) will be amended to make 
it clear that a liqiiidator may be at once appointed with 
power to take possession of the books and assets pending 
the result of the appeal, if any. 
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40. _ Wlieie it is a condition of the registration 
of a society that it should consist of at least ten 
members, the Eegistrar may, by order in writing, 
cancel the registration of the society if at any time 
it is proved to his satisfaction that the number of 
the members has been reduced to less than ten.^ 

The Bombay Act correctly adds the words “ who are 
majors ” after “ members ” in the third line; and adds 
“ such members ” after “ ten ” in the last line. Madras 
prefers: who have attained the age of majority. 

If a registered company carries on.bnsiness for more 
than six months after the number of members is reduced 
below seven, every member, who is cognisant of this fact, is 
liable for the payment of the whole debts of the company 
contracted during that time and may be sued for the sarnie 
without joinder in the suit of any other member (sec. 147, 
Companies Act). That is to say, limited liability ceases. 
The South African Act, in addition, makes the members 
liable to a fine of five pounds a day. 

41. Where the registration of a society is 
cancelled, the society shall cease to exist as a 

registration, corporate body— 

(а) in the case of cancellation in accordance 

with the provisions of section 39, from 
the date the order of cancellation 
takes efEect; 

(б) in the case of cancellation in accordance 

with the provisions of section 40, from 
the date of the order. 

Cf. sections 147 and 162 of the Indian Companies Act. 
The Eegistrar, here, takes the place of the Court under 
that Act. Cancellation may take place— 

(i) as the result of an inspection made of his own 
motion; 


yCanoella- 
'^tion of 
registration 
of society. 


Bfleot of 
cancella¬ 
tion of 


^ In the case of societies registered under the Friendly Societies Act* 
‘ it would seem that if the number of members falls below seven, the society 
would not cease to exist or lose its rights, though if there were less than 
three it could hardly be said to exist, as the signature of three memhOT 
is necessary to an amendment of rules ’ (Fuller, p. 36). In South Africa 
a society shall he dissolved when the number of its qualified members is 
reduced below seven. 
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(ji) as the result of an inspection made at the instance 
of the Collector; 

{Hi) as the result of an application by the Committee 
or one-third of the members; 

(iv) on the society proving to be unable to pay its 

debts; 

(v) at the request of three-fourths of its members; 

and 

{vi) on its members declining below ten. 

Following the English Acts, the Registrar could 
exercise his power of cancellation— 

(a) on proof that a certificate of registration has 
■ been obtained by fraud or mistake; 

(i) or that a society exists for an illegal purpose; 

(c) or that it has violated any of the provisions of 

this Act (e.g., persistent lending to non- 
members sec. 29); 

(d) or has ceased to exist (r/. Companies Act, if it 

does not commence business within a year, 
or suspends business for a 3mar). 

(c) (C/. Committee’s Report, para. 86) or that there 
is no hope of eventual solvency or progress. 
Examples of illegal purpose are the ptirsuing of other 
business objects than those indicated in section 4, if, for 
instance, a Central Bank forsook its sole object of 
facilitating the operations of co-operative societies and took 
to general banking business it should be dissolved; similarly 
if a supply or stores society took to credit business. In 
England the Seditious Meetings Act exerted a very whole¬ 
some influence in preventing societies from becoming 
political bodies. A stores society embarking on general 
business with non-members might be dissolved at the 
instance of competing traders. Repeated failure to observe 
its own by-laws might entail cancellation; for instance, 
the conditions in section 6 as to residence of members in 
a fixed area and their similarity in tribe, class or occupation, 
must be adhered to. The Govermnent of India have re¬ 
marked that it is intended that the Registrar should, in 
sanctioning the proposed by-laws of a credit society, satisfy 
himself that proper residential and class qualifications are 
rendered obligatory for future members and the qualifica¬ 
tions should not be altered save by an amendment of the 
by-laws sanctioned by the Registrar (sec. 11). 
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If a credit society began to divide its funds amongst 
tlie members without first meeting all its obligations to 
creditors, the Kegistrar would have to interfere at once. 
In Germany, a creditor may propose the opening of bank- 
ruptcy proceedings and the opening of such proceedings 
serves at once to dissolve the society. 

The limit of ten members in section 40 presumably 
refers to major members only and the Bombay and Madras 
Acts specifically provide for this, jllinor members must 
never become an appreciable proportion of the whole, else 
the three-fourths majority might consist of a few major 
members who have managed to secure representation of 
the minors. 

This majority of three-fourths of the total number of 
members is probably too high. A joint-stock company 
requires a resolution to be carried by’ three-fourths of the 
members present and this has to be confirmed by a similar 
majority at a subsequent meeting. The German Act 
requires only a majority of three-fourths of the member.'? 
present. 

The effect of cancellation is to transfer the control 
of the society to the hands of the liquidator. The society 
ceases to enjoy’ privileges but retains all liability’ actually 
incurred and any’ such liability’ may be enforced against 
it as if the cancelling had not taken place. The shares 
become liable to attachment •when registry’ is cancelled and 
members promptly incur liability’ for debts. Debts owned 
by members can no longer be recovered through arbitration 
proceedings and the liquidator has to resort to the Civil 
Courts; but the Bombay’ Act empowers the liquidator to 
get disputes referred to arbitration. If the society transacts 
business after cancellation each member becomes liable for 
the payment of the wliole debts .so incurred and may’ be sued 
for these individually. Liability is limited only’ to debts 
incurred prior to cancellation; the latter extinguishes 
the corporate body’ and loaves a nmnber of individuals. 

A society, whose registry has been cancelled, can only 
be re-admitted to rcgistiy as a new society making a fresh 
application (unless, of course, the order of cancellation 
was upset on appeal). 

It should bo noted that only’ present members can 
apply for cancellation. Past members and persons claiming 
tbrougb deceased members cannot seek to liquidate then 
liability by procuring dissolution. 
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In England befoie the Begistrar can cancel registration, 
lie must give two months’ clear notice in writmg to the 
society specifying briefly the ground of the proposed 
cancellation No such notice is prescribed in this Act but a 
rule could probably be made under section 43 (1) 

See Bombay Act, section 49 in Appendiv 

Section 35 does not require the Begistrai to com 
miimcate the results of his inspection to the society [cf 
sec 36 (2)] but presumably he does so In England, a 
society IS not bound to act upon the advice tendered and it 
is left to the one-third minoiity to persuade their fellow- 
members In India, the Registrar can enforce his opinion 
by dissolvmg the society, this being practically the only 
legal punishment open *to lum The Local Government 
may withdraw privileges (sec 46) 

42. (1) “Wlieie the legistiation of a society is wauiiiaff- 
cancelled under section 39 or 40, the Registiai 
may appoint a competent person to be liquidator 
of the society 

Burma adds and such person shall hai e 

power to take immediate possession of all assets belonging 
to the society, and of all books, records and other documents 
pertaining to the business thereof and to carr-v on the 
business of the society, so far as maj be necessarj for the 
beneflcial wmding-iip of the same 

In Bombay and Madras the requirement that the liquida¬ 
tor shall be competent is omitted 

(2) A liquidatoi appointed under sub¬ 
section (1) shall have pover— 

Burma mserts as soon as the order of uinding up 
takes effect 

(a) to institute and defend suits and other 
legal proceedings on behalf of the 
society by his name of office, 

(&) to determine the contribution to be made 
by the members and past members of 
the society respectively to the assets 
of the society, 
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(c) to investigate all claims against the 

society and, subject to the provisions 
of this Act, to decide questions of 
prioiiiy arising between claimants; 

(d) to determine by what persons and in 

what proportions the costs of the 
liquidation are to be borne; and 

(e) to give such directions in regard to the 

coUection and distribution of the 
assets of the society, as may appear 
to him to be necessary for winding-up 
the ajffairs of the society. 

(3) Subject to any rules, a liquidator appointed 
under this section shall, in so far as such powers 
are necessaiy for carrying out the purposes of this 
section, have power to summon and enforce the 
attendance of witnesses and to compel the produc¬ 
tion of documents by the same means and (so far 
as may be) in the same manner as is provided in 
the ease of a Civil Court, under the Code of Civil 
Procedure, 1908. 

(4) Where an appeal from any order made by 
a liquidator under this section is provided for by 
the rules, it shall lie to the Court of the District 
Judge. 

(o) Orders made under this section shall, on 
application, be enforced as follows:— 

{a) when made by a liquidator, by any Civil 
Court having local jurisdiction in the 
same manner as a decree of such 
Court; 

(6) when made by the Court of the District 
Judge on appeal, in the same manner 
as a decree of such Court made in an)' 
suit pending therein. 

(6) Save in so far as is hereinbefore expressly 
provided, no Civil Court shall have any jurisdiction 
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in respect of any matter connected with the dissolu¬ 
tion of a registered society under this Act. 

Burma inserts after “ dissolution ” : or winding-up. 

The corresponding sections, 50 and 51, of the Bombay 
Act and 47 of the Burma Act are reproduced in the 
Appendix. 

This section follows the usual provisions as to liquidation. 
Burma, however, has introduced an intermediate stage of 
“ winding-up ”; a society is first ordered to be wound up and 
during this process it continues in existence; if the Registrar 
thinks the society should continue to exist he may (section 48) 
cancel the order for winding-up; otherwise he must, after 
considering the final report of the liquidator, order the 
registration to be cancelled. 

In Germany, the liquidation has to be effected by the 
Committee of Management unless by the articles or by 
resolution of the general meeting it is entrusted to other 
persons. At least three liquidators must be appointed; 
one-tenth of the members may have the liquidators appointed 
by the Court. 

Section 43 (<) provides for rules of procedure. The 
liquidator becomes invested with full powers on appointment. 
The Madras Committee recommended that the Registrar 
should be enabled to give the liquidator directions from 
time to time, and the Madras Act places the powers of the 
liquidator “ subject to the control of the Registrar” ; in 
Bombay the liquidator acts " with the sanction of the 
Registrar In the Companies Act the Court confers the 
powers. 

' ‘ Clause (2) (a). The cancellation of registration 

terminates the existence of the corporate body (sec. 41) 
and therefore the power to institute and defend suits (sec. 
18) passes to the liquidator. The words " by his name of 
office ” have been added to rranove the doubt as to whether 
the suit should be in the name of the society or in the 
liquidator’s official name. In any suit brought by the 
society, a depositor could set off his deposit against the 
Biun claimed. In amending the Act, the liquidator should 
be given power to refer disputes to arbitration. 

Clause 2 (6). The benefits of registration appear in 
winding-up proceedings. In an unregistered society a 
creditor may sue any member he pleases for his whole debt 
and leave him to recoup himself out of the assets or from 
his fellow members. In a registered society, the assets 
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are realised and only the deficiency has to he made up by 
contributions from memh^s and past members. 

It is curious that the reference is only to past members 
and not to deceased^ members whose estates apparently are 
free from contributions. In view of section 24, it seems 
correct to assume that the Kquidator can levy contributions 
from their estates, but he could only enforce these by Civil 
Suit. The Bombay and Madras Acts specifically provide 
for this by inserting the words: “ or by the estates or nomi¬ 
nees, heirs or legal representatives of deceased members.*' 
A similar amendment is desirable everywhere. Madras 
further adds: or by any officers or former officers. It has 
been suggested that the wording of this clause seems to 
prohibit the lijjuidator from modifying his order determining 
the contributions of members from time to time. It is 
thought that, imder the law as it stands, a liquidator cannot 
nse the unlimited liability of the non-borrowing members 
of the society nntil he has exhausted all possible steps against 
defaulting members. It is, therefore, proposed to amend 
the section by the insertion of the 'vrords “ from time to 
time ” after “ determine.” The Bombay and Madras Acts 
insert these words. 

The Government of Burma has been advised that a 
liquidator’s order under section 42 (2) (6), (d) or (e) is not 
a decree within the meaning of the Civil Procedure Code. 
Efiect can be given to these orders (5) (a) by means of the 
machinery of a Civil Court having local jurisdiction. 

A liquidator has no power to transfer his duties to 
other persons. He may appoint an agent to assist him 
and such agent could apply for the enforcement of orders. 
The liquidator cannot divest 'himself of his responsi¬ 
bilities. 

Contribution usually means the amount payable by a 
member as such and does not include debts payable to the 
society. It is the unpaid portion of the liability. In a 
limited liability society with fully paid-up capital, it is nil 
unless it be held that dividends have been paid without 
being earned, in which case perhaps these might be 
recovered. It is not prescribed whether in an unlimited 
liability society with share-capital, the liquidator should fix 
contributions according to shares held or equally. As 
members’ liability is equally irrespective of the number of 
shares held, the contributions should be equal up to the 
limit of the capacity of the smaller members, thereafter it is 
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inevitable that the richer should pay more.^ Bombay and 
Madras specially provide that “ contribution ” shall include 
“ debts due feom such members or persons Burma 
says “ debts payable and the contribution ” thus keeping 
the correct definition of “ contribution.” But the provision 
seems to give the liquidator power to order payment 
of debts even if barred by limitation; and when dealing 
with societies of unlimited liability the term used is not 
“ members ” but “ persons ”, so that the liquidator may 
order payment from non-members (e.g., sureties). This 
is a serious power to confer on the liquidator. The Burma 
Committee pointed out that the liquidator was thus prac¬ 
tically given the power of a civil court to adjudge claims- 
for debts, and there was no appeal provided. They thought 
this was unnecessary and liable to lead to ill-feeling. They 
preferred the Madras Committee’s solution of conferring on 
the liquidator the power to refer disputes to the Registrar 
for arbitration. In some provinces, all claims for debts are 
referred to arbitration before the order for winding-up is 
issued. 


Also it is not clear whether members and past mem- 
• bers would be regarded as equally liable or whether 
contributions should only be demanded from past members 
when the liability of existing members is not sufiB.cient to 
cover deficiencies. On the analogy of Company Law, in a 
limited liability society, contribution would first be demanded 
from RTTstiTi g members up to the limit of the^ uncalled 
portion of their share and thereafter from past members.'-In ^ 
unlimited liability societies, past members may be made to 
contribute forthwith. The basis of the liability of past 
members (secs. 23 and 24) should be the balance-sheet of 
the year in which they ceased to be members. The liquidator 
has no power under this section to decide who are members 
and past members and the Court [clause 5 (o)] cannot 
apparently hear objections from persons denying liability. 
Limitation for suits for unpaid calls on shares is six years. 

If a member becomes insolvent, the assignee may disclaim 
his shares and the liquidator may claim for the uncalled 
Slim but the insolvent member cannot be made a 
contributory. 

From the list of powers there are some important 
omissions. Neither the Act, rules, nor by-laws contain 


^ * The uulimited liability, -nrhich stUl remains the comer stone of 
the KaiSeiseu system, is harder on the poor than on the rich, as assessment 
for losses are made share and share alike and might completely vripe ont 
a small estate without noticeably diminishing a larger one ’. Herrick, p. 293. 
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any direciions as to tlie disposal of tlie books of a dissolxed 
society.! But Madras noxr enacts that when the afiairs of 
the society have been wound up the liquidator shall deposit 
the records of the society in such place as the Begistrar mav 
direct. 

Outside Bombay and Madras it is not competent for the ‘ 
liquidator to make a decree under clause 2 [b) for loat^ 
owed by a member. There is nothing corre^onding to 
section 186, Indian Companies Act, empowering a Cottrt- 
after making a winding-np order, to order any contributory 
to pay any money due from him to the Company, exclusive 
of any money payable by virtue of any calL As'compidso^ 
arbitration b now the rule, it is difficult to see the o^jecnon 
to conferring on the liquidator the power, formerly held by 
the society, to refer dilutes to arbitration. The Bombay 
Act confers tliis power but Madras restricts comptdsoiy 
arbitration to societies still registered. 

A liquidator cannot cany on the business of the society. 
But the Bombay and Madras Acts empower him to carry on 
the buaness of the society so far as may be necessary for 
the beneficial winding-up of the same. 

Madras has a clause which appears to amplify clause 2 fc) 
above:—^to pay claims against the society (including interest 
up to the date of canceuation of registration) according to 
their respective priorities, if any. in full or rateahly, as'^the 
assets of the society permit: tlie surplus, if any, remaining 
after payment of the claims being applied in payment of 
interest from the date of such cancellation at a rate fixed by 
him but not exceeding the contract rate in any case. 

Clause (3). The Bourth Conference (1909) -^hed 
-liquidators to be recognised as public servants within the 
meaning of the Penal Code (secs. 174 and 175) which makes 
punishable failure to attend when sununoned and failure to 

S roduce a document when called upon to do so. Both 
omhay and Madras Acts provide penalties for such failur^ 

A liqtddator cannot apparently summon individual contri¬ 
butories but he can, of course, and in fact must siunmon a 
general meeting. 


* SemWe Companies Act. secSoa 2^ Hie disposal of boota 
be decided br tiie ‘Rezirtiar or the Society. Tner mar be destroy^ aSer 
three years." Beumrhas now smt a rale: “The Kquidator shgO.,..-- 

submit to the Rc^strar.a final report and make over to the 

all boohs, registers and accounts belongins to the society and aJ boors 
and acoounts'reiating to such proceedings fespt by him *. 
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amended so as to make recoverable as an arrear of land 
revenue any sum ordered by a liquidator to be recovered as a 
contribution to the assets of a society or as costs of liquida¬ 
tion, or as members’ debts. In the United Provinces (Act 
III of 1919) the Co-operative Societies Act has been amended 
so that this section shall be construed as if— 

(a) after sub-section (4) of the said section the 

following sub-section were inserted, namely: 
—“ (4A) Any sum ordered under this section 
to be recovered as a contribution to the assets 
of the society or as costs of liquidation may 
be recovered, on a requisition being made in 
this behalf to the Collector by the Begistrar 
of Co-operative Societies in the same manner 
as arrears of land revenue”, and 

(b) at the beginning of sub-section (6) of the said 

section the followung words were inserted, 
namely:—” Save as provided in sub-sedtion 
(4A).”‘ 

This U. P. Act has been eactended to Ajmere-Merwara 
(1922). Madras followed suit in 1920, and its Act was 
extended to Coorg. As to the benefits of this amendment, 
Assam reported in 1922 that “ much delay still occurs in the 
recovery of assets through the certificate procedure. The 
deputy commissioners were requested to efiect speedier 
coUections but so far there has been little or no improvement 
in collections. Some liquidators are again resorting to the 
Civil Courts for enforcement of their orders owing to delays 
in the courts of certificate officers; and again in 1923: " the 
experience of the past three years has been sufficient to 
demonstrate that, in Assam at l^st, the certificate procedure 
does not provide a method of recovery swifter and surer 
than the ordinary Civil Court procedure.” Madras (1922-23) 
also reports that in spite of the amendment “ the^ rate at 
which liquidation proceedings are carried through^ still seems 
very slow.” Bombay inserts a speckl clause in its Act 
empowering the liquidator to issue requisitions imder section 
59 (of its Act) upon the Collector for the recovery as arrears 
of land revenue of any sum ordered by him to be recovered as 
dues from members or as a contribution to the assets of the 
society or to the costs of liquidation. Burma (section 61) 
also enacts that all sums payable by order of a liquidator 
(including costs of liquidation) shall be recovered m the 
same manner as arrears of land revenue on a requisition 
being made to the Begistrar to the Collector. 
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Aladras amplifies sub clause (6) mto a special Section 
48 — no civil court shall take cogmsance of any 

matter connected with the wmdmg up or dissolution of a 
society and when a liqmdator has been appointed 

no suit or other legal proceedmg shall he or be proceeded 
with against the societj except bv leave of the Registrar 
and subject to such terms as he may impose 

Rules 

43. (1) The Local Government may for the Rules 

whole or any part of the ProMnce and tor anj 
registered society or class of such societies make 
rules to carry out the purposes of this Act 

here by any 4ct of the Governor General m Council 
a power to issue rules is conferred 

then that power includes a power exercisable in the like 
manner and subject to the like sanction and conditions if 
dnv to add to amend varv or rescind anj 
rules so issued [General Clauses Act sec 21 ] 

The United Provinces have rules dealing with transac 
tions with persons other than members (sec 31) Transac 
tions ivith non members are prohibited in the ordinary course 
of business except during ^uch period as the Registrar may 
prescribe Also the following rules governing transfer of 
share's and reduction of capital — 

(1) Shares held by individuals m a central bank shall 
not without the sanction of the Board of Directors be 
transferable except to nominees heirs and legal represents 
tives of such individuals 

(2) Such shares shall not be withdrawable 

(3) Shares held by societies m a central bank shall not 
be withdrawable or transferable except when a society is 
dissolved or when it is affiliated to another central bank in 
which latter case the shares shall be transferred to such 
central bank Ivo withdrawal or transfer shall be permitted 
unless the shareholder has piid up the entire dues of the 
central bank 

Provided that m the case of re orgamsation of a share 
holding society mto two or more societies the central bank 
ma> in consultation with the Registrar allow the transfer 
of such proportion of the shares held bv the original societj 
to the new societies as is considered suitable 
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(4) No central bank shall buy its own shares unless a 
simultaneous reduction of subscribed share-capital is efEected 
and sanctioned in the manner hereafter provided. 

(5) A central bank may by a resolution passed at a 
general meeting specially convened for the purpose, reduce 
its share-capital in any way and, in particular, may— 

(а) extinguish or reduce the liability on any of its 

shares in respect of share-capital not paid 
up; or 

(б) cancel any paid-up share-capital; or 

(c) pay back any paid-up share-capital which is in 
excess of the wants of the central bank: 

Provided that, except in the case of withdrawal or 
transfer permitted under clause (3) of this rule, the share- 
capital represented by the shares held by Co-operative 
Societies shall not be reduced unless the share-capital held 
by individuals is totally extinguished. 

(6) A sjpecial resolution passed by a general meeting for 
the reduction of share-capital shall be subject to the 
confirmation of the Registrar. 

(7) The Registrar may ^rect the central bank desiring 
to reduce its share-capital to issue a notice by registered post 
to every creditor, who shall be entitled to object to the 
reduction within one month from the date of the receipt of 
such notice. 

(8) If a creditor does not consent to the reduction of the 
share-capital, the Registrar may dispense with the consent of 
that creditor, on the central bank securing payment of his 
debt or claim within a time specified by him. 

(9) The Registrar, if satisfied with respect to every 
creditor of such bank who has objected to the reduction, 
that either his consent to the reduction has been obtained or 
his debt or claim has been discharged or has determined 
or has been secured, may make an order confirming the 
reduction on such terms and conditions as he thinks fit. 

(10) The resolution for the reduction of share-capital 
shall take effect from the date on which it is confirmed by 
the Registrar. 

The Seventh Conference (1913) thought that a rule 
was desirable to define the classes of dociunents in a 
Registrar’s office which the public have a right to inspect 
and to prescribe fees for the supply of certified copies of 
such documents (c/. notes to secs. 25 and 26). 
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The United Provinces and Punjab have the 
following — 

(i) Any member of the public shall be permitted on 
payment of a fee of one rupee for each occasion of mspectmg 
to inspect for anv lawful purpose any public documents 
(exclusive of documents privileged under sees 123 124 129 
and 131 of the Indian Evidence Act 1872) filed in the office 
of the Begistrar Co operative Societies in particular of the 
following documents namelv — 

(1) Registration register (Bombay has applica 

tions for r^istration } 

(2) Registration certificate of a society 

(3) The registered bylaws of society and amend 

ments effected m such bv laws 

(4) An order canceUmg the registration of such a 

society 

(6) 4.n order directing the liquidation of such a 

society 

(6) The annual accounts of a society (Bombay has 
audit memo of a registered society *) 

For certified copies the fees are Rs 3 for a registra 
tion certificate and two annas for each hundred words of 
other documents 

Bombay had a rule no society mai take any action 
which would involve the Bocietv in the discussion or propa 
gation of controversial opinions of a political or religious 
character aud the Registrar mav prohibit any action or 
rescind any resolution which in his opimon is of such 
tendeucy The reference to political matters has now been 
omitted Burma is more delicate its rule runs —The 
Registrar may rescind (and order to be deleted in the records 
of the society) any resolution or action of an officer or a 
committee of a society or of a society which is m his 
opmion outside the object® and scope of the society as 
defined in the by lau s of the society and may order the 
record of such resolution or act to be deleted in the records 
of the societ} 

Rules might be made (cf sec 19 Industrial and 
Provident Societies Act) that no registered society with 
limited liability which has any withdrawable share capital 
shall carry on the business of banking and no such 
society shall make anj payment of withdrawable capital 
while am claim due on account of a deposit is unsatisfied 



182 


THE OO-OPEBATIVB SOCIETIES ACT. 


[a. 43. 


The United Provinces rule permitting both bonus and 
dividend in societies for production and distribution is 
given on page 165. 

(2) In particular and without prejudice to the 
generality of the foregoing power, such rules may 
(o) subject to the provisions of section 5 pres> 
cribe the maximum number of shares 
or portion of the capital of a society 
which may be held % a member ; 

German Act: “ In societies with unlimited liability, 
members may only hold one share.” The absence of such 
a rule is fraught with risk (Nicholson). “ In these 
societies, the share is primarily a means: (o) of compelling 
thrift: (6) of providing the guarantee of the member which, 
in these unlimited societies, extends to the whole of his 
property and of thereby obtaining credit: it is not intended, 
except secondarily, as a means of furnishing funds directly, 
still less as an investment by the members as is the case in an 
ordinary joint-stock company; hence the present limitation, 
the hol<bng of a single share renders the holder responsible, 
in all his property, and the holding of other shares would, 
therefore, not increase the guarantee offered by him while it 
might give him an undue preponderance in the society.” 

But in practice, the subscription of additional shares 
(on which no dividend or a small one is paid) strengthens 
the financial position of the society, protects the unlimited 
liability and assists in its ultimate abolition by hastening 
the collection of sufficient owned funds to meet the needs 
of the members. 

• Such rules may be necessary to preserve the benefits 
of the society for persons of Innited means {cf. preamble 
and notes) and to deter persons of ample means from securing 
any undue share of influence especially where the rule of 
one man one vote is not observed. In the Punjab, the 
■mgriTmun number is one-fifth of the whole, whether the 
liability be limited or unlimited. In Bengal, Burma and 
Assam, this maximum applies to societies with limited 
liability only. The contributions to share-capital represent 
the paid-up portion of the liability. 

(6) prescribe the forms to be used and the 
conditions to be complied with in 
the making of applications for 'the 
registration of a society and the 
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procedure in tte matter of sucli 
appbcations, 

411 provinces seem to have prescribed forms, the mam 
requirements are — 

(1) Name of proposed society [see note to sec 

43 (c)] 

(2) Begistered address with nearest Post Office 

(sec 15) 

(3) Kind of liabihiy, whether limited or un¬ 

limited (sec 4) 

(4) Adherence to the proposed bvlaus [sec 8 (3)] 

(5) Formal application to be registered [sec 8 (11] 
Some add — 

(6) Language in which the boohs and accounts will 

he kept 

Other details, required in some provinces, are 
usually contained in the bylaws, uhich accompany the 
application 

411 require the applicants to sign or attest [sec 8 (2) (c)], 
except in the case provided for in section 8 (2) (6) 

Section 8 (3) requires one copy of the by-laws to be 
submitted Most rules require two copies one of uhich is 
usuallv returned certified as duly registered [cf sec 11 (3)] 
Bengal requires a third copy, which is sent to the Central 
Bank to which the society is to be affiliated 

The Registrar should issue a certificate of registration 
{cf sec 10) to the society, and apparently always does so 
Bengal, Bombay and Burma, etc, prescribe that in every 
case in which the Registrar refuses to register a society, he 
shall record m vriting the reasons for his refusal and'shall 
commumcate his decision to the applicants The Madras 
Act seems to require that an order refusmg to register shall 
be commumcated by registered post 

The Committee on Co operation advocate full enquiry 
into all applications and regard it as necessary that the 
Registrar should be able to ascertain — 

(1) "WHiether the proposed members have really 

assimilated the piinciples of co operation, 

(2) Whether they appear to be too involved m debt 

to make a society successful (and for this 
purpose a statement showing, though not 
m great detail, the assets and liabilities of 
intending membeis should he submitted), 
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(3) Whether adequate working capital is available 

in the movement; 

(4) Whether the applicants are men of good character 

and the viDage as a whole free from the taint 
of litigiousness; and 

(5) Whether means are at hand to provide for the 

necessary supervision of the society when 
formed. 

Enquiry should also be made as to the suitability of 
the proposed Secretary and Committee. 

(c) prescribe the matters in respect of which 
a society may or shall make by-laws 
and for the procedure to be followed 
in making, altering, and abrogating 
by-laws, and the conditions to be 
satisfied prior to such making, altera¬ 
tion, or abrogation; 

Abrogate: repeal or rescind. 

The Act does not confer powers upon a registered 
society to make by-laws. It must have them before 
registration [sec. 8 (3)] and may amend them (sec. 11). 

In most Acts, by-laws upon certain points are com¬ 
pulsory ; but matters dealt with in the Act in some countries 
are left to by-laws in others. The Indian Act requires 
by-laws only upon (1) area, (2) tribe, caste or occupation of 
members, and (3) registered address (secs. 6 and 16), but 
presumably the object (sec. 4) must also be specified. It is 
thus left to rules under this clause to impose compulsory 
by-laws, and generally speaking deficiencies have in all 
provinces been made good by rules under succeeding 
clauses. 

As membership is the very essence of a society, it is 
obviously necessary to have by-laws governing the terms 
of admission, withdrawal and expulsion of members and 
in most countries the law insists on these. 

Most Acts impose a long list of matters upon which 
by-laws must be framed, unless these are dealt with in the 
Act itself. In some countries model by-laws are annexed 
to the Act. 

Most Local Governments have issued rules for com¬ 
pulsory by-laws on the following points:— 

. (1) Name—see note below. 
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(2) Address (sec. 15). Bombay requires the addresses 
of branches also. 

(3) Objects for which the society is established. The 
whole of the objects must be set forth and they must be in 
conformity with section 4. 

(4) Area of its operations or area of membership. 
Bombay requires the tribe, class, caste or occupation of 
members if the membership is proposed to be so restricted. 

(5) Purposes to which its funds may be applied (which 
must be such as are requisite for carrying out the objects). 

(6) Qualifications required for membership and terms 
for admission of members, etc. [cf. clause (d) of this section 
and sec. 12]. 

(7) Rights and liabilities of membership [see secs* 
4 and 12]. Madras insists on the insertion of any fines 
which members may be liable to. 

(8) Withdrawal and expulsion of members [see clause 
(m) below]. 

(9) Payments to be made on withdrawal, expulsion, 
ineligibility or death of members [see clauses {m) and (n) 
below]. 

(10) Transfer of share or interest of a member [see 
sec. 14]. 

(11) The manner in which capital may be raised [see 
clause (e) below]. 

(12) The mode of summoning and holding meetings, 
the right of voting, etc. [see clause (/) below]. 

(13) The manner of making, altering and abrogating 
by-laws [see sec. 11 and the wording of this clause above]. 

(14) The mode of appointment and removal of a 
Committee and of its officers (if any) and the powers and 
duties of the Committee and such officers [see clause (^f) 
below]. 

(15) The mode of custody and of investment of the 
funds [see sec. 32]. 

(16) The mode of keeping the accounts [see clause 
(/i) below]. 

(17) In credit societies, the conditions on which loans 
may be granted to members, including:— 

(o) the rate of interest; 

(6) the maximum loan admissible to a member; 
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(c) extensions and renewals; 

(d) recovery of loans; 

(e) the purposes for which the loans may be granted; 

and 

(/) secTirity for re-payment [see clause (o)]. 

(18) The consequences of default iu payment of any 
sum due by a member. 

(19) The settlement of disputes [see clause (1)], 

(20) Disposal of profits including (a) maximum rate 
of dividend, and (6) formation and use of a reserve fund 
[see clauses (p) and (r) below and sec. 33]. 

(21) The authorisation of an officer or of officers to 
sign documents on behalf of the society. 

To this list there should be added:— 

(22) The inspection of the books of the society by every 
member having an interest in its funds, and 

(23) The supply of copies of the by-laws and of the 
annual balance-sheet to members. 

. Burma and Bengal add : a society may make by-laws 
on... .the imposition of fines and forfeitures on members, 
hladras simply insists that if a member is liable to fines, 
this shall be mentioned in the by-laws. 

Most of these niatters will be discussed in the notes 
under the following clauses of this section. A few points 
may conveniently be noted here. 

(1) The name must not be identical with that under 
which any other existing society is registered, or so nearly 
resembling that names as to be likely, in the opinion of the 
Kegistrar, to deceive the members of the public as to its 
nature or identity. A registered society may, by special 
resolution, change its name with the approval of the 
Registrar (it would be an amendment of a by-law, sec. 11); 
a society must not be registered under a name likely to 
disguise its real character, e-g., a society whose chief 
business is credit should not register as a stores society. 

In England (Industrial and Provident Societies Act, 
sec. 66), it is an offence for a Society to use any abbreviation 
of its name on any stationery, bill-head, seal, etc. In India 
this applies to registered companies (sec. 73 of the Act). 
The power of deciding as to the name lies with the Registrar 
in the first instance, subject to an appeal against his refuel 
to register. The Court will not order registration if the 



•s. 43.] 


187 


opinion of tlie Registrar is genuine.^ The laws of New York 
State, British Columbia, etc., insist that the words “ Co¬ 
operative ” and “ Association ” shall be included in the 
names of all Co-operative agricultural, dairy and horticultural 
associations, while all productive societies shall affix or 
prefix such word or words to their names as will indicate 
that they are co-operative. The Acts of South Africa, 
Manitoba, etc., also insist on the word “ co-operative ” 
being part of the name. 

(2) MedLings : the Cerman Act requires by-laws dealing 
with regulations for summoning general meetings, authen¬ 
tication of resolutions and chairmanship of meetings, and 
whether in general meetings certain matters (e.g., expulsion 
of a member, adoption of new by-laws) must be decided not 
by a simple majority, but only by a larger majority of votes. 

(3) In amending by-laws, a society may be asked to 
submit when necessary:— 

(а) A copy of the existing rules marked so as to show 
where the alterations occur and what they are. 

(б) Two copies of the amendment signed by officers 
of the society. 

(c) A statement that the amendment was adopted 
by a majority at a general meeting of the society at which 
a certain minimum proportion of the members was present. 
The actual proportion required depends upon whether the 
liability of the members is limited or u^imited. In the 
former case, a smaller proportion may be allowed without 
risk. In the Punjab, for instance, in the case of societies 
with limited liability, model by-laws or amendments 
previously approved by the Registrar may be adopted by a 
majority consisting of two-thirds of the members present 
at a general meeting of which due notice of the intention 
to discuss such model by-laws or amendments has been 
given. In other cases two-thirds of the members must be 
present. In some cotmtries, the majority is prescribed 
by law.^ Bombay has issued rules:— 

By-laws may be made, altered or abrogated by a 
resolution passed at a general meeting of the society ; provided 
that— 


1 Puller, pp. 41-42. 

® The New York State law requires a tliree-fourths vote in the case 
of productive societies with capital stork, and two-thirds of all the 
members in the case of an agricultural, dairy or horticultural society-ivith 
no capital stock. 
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(1) due notice of any proposal to make, alter or abrogate 
tbe by-laT!rs is given in accordance -witb the by-laws; 

(2) tbe resolution is passed by not less than two-thirds 
of the members present at the general meeting at which a 
quorum shall be present, or at an adjourned general meeting 
(at which if a quorum is not present vrithm half an hour 
from the time appointed for holding the meeting, the mem¬ 
bers present shall form a quorum) and a copy of the resolution 
is forwarded to the Eegistrar within a period of three months 
from the date of the meeting. A copy of the existing by¬ 
law or by-laws, so marked as to show the alterations proposed 
to be made, and three copies of the proposed amendments 
signed by the officers of the society, shalfbe attached to the 
copy of the resolution; and 

(3) the making, alteration or abrogation of the by-laws 
is approved and registered by the Registrar. 

In Bengal, ordinarily half the members must be present, 
of whom two-thirds must vote for the amendment, but the 
Registrar may register an amendment passed by two- 
thirds of those present (even though less than one half of 
the whole) if he considers that the amendment is in the 
interests of the society, and is likely to meet with the approval 
of the general body of members. Bihar and Orissa has a 
similar rule, but the Registrar must record his reasons in 
writing for believing that it is impossible^ for the society 
to secure the attendance of half the total niunber of members 
at a general meeting. Burma, in the case of non-agricul- 
tural societies, allows the by-laws to be amended by a vote 
of 75 per cent, of the members present, when one-quarter 
of the members, or 100 members whichever is less, are 
present. In the United Provinces, the majority required 
is two-thirds, but the quorum is two-thirds in societies with 
unlimited liability and one-third of the total number ot 
members where the liability is limited. In amending its 
by-laws a society must strictly observe its existing by-laws 
as to general meeting, majority required, previous notice, 
etc. It has been ruled that if any defect in the procedure 
renders the amended by-laws invalid, then the former by-laws 
must be considered in force. This might give rise to trouble 
if the amendment concerned the disposition of funds. 

(4) Consequences of d^ault: it must be remembered 
that if a society desires to impose any fines or forfeitures 
on members and to exact any penalty for non-payment or 


* A^sam says ‘ impracticable.’ 
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share instalments, etc., it must provide for this in its by-laws 
for no fines or other punishments can be inflicted except 
by virtue of a by-law. 

In England, the provision for the inspection of books 
by every person having an interest in the funds (except 
the loan and deposit account of another member) is regarded 
as of such importance that failure to allow inspection is an 
ofEence (cf. sec. 16 of this Act). 

(d) prescribe the conditions to be complied 
with by persons applying for admis¬ 
sion or admitted as members, and 
provide for the election and admission 
of members, and the payment to be 
made and the interests to be acquired 
before the exercise of the right of 
membership ; 

It is an essential characteristic of a Co-operative Society, 
that it should be open to all fully qualified persons ; therefore, 
a society must state clearly the terms of admission of members, 
entrance fees, minimum age, and other qualifications^ 
[see clause (g) below). The rules or by-laws should also 
make clear the terms on' which societies may become members. 

The South Africa Co-operative Agricultural Societies 
Act prescribes that only persons carrying on farming 
operations in the colony shall be qualified to be members. 

See sections 2 (c), 6, 12 and 14 and notes thereunder. 
As only members can hold shares, the Local Government 
can prescribe conditions relating to shareholders, e.g., that 
they must be over 18 years of age. Similarly as members 
have to be admitted, rules regarding admission may be 
framed to restrict transfer of shares.^ 

vin the former Act, section 4 confined membership to 
persons above the age of 18 years but this is not reproduced 


' * It is best for the society to impose qualifications for membership 
since the resulting homogeneity assures harmomous action.’ Hernok, 
p. 462. According to a writer in ‘ Better Business ’ (November, 1920, 
p. 9), in Serbia, the members of the society must be approved by the 
District Judge. 

a ‘ The European Co-operative Societies are very rigid in the matter 
of esoluding all who are not really of them.’ They will hot allow anybody 
to join with any interest except the interests of the society. Only persons 
can co-operate who have something to co-operate for that is common 
to all-in ■the -society. (American Commission,—Observations, Part I, 
p. 20. Cf. also Powell, pp. 2o-26). 
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in tte present Act and the qnestioxi of admitting minors 
is left to rules and by-Ia-srs- These must prescribe the 
miuimxm age of members. The Sixth Conference considered 
that minors should not necessarily be debarred from becoming 
members of societies when they were heirs of deceased 
members (sec. 22); usually the by-laws exclude minors; their 
admission is not illegal but is objectionable as they cannot 
incur unlimited liability, and liability could not be 
enforced against them, even on winding-up whether the 
society be lunited or unlimited. Both Schhlze-Delitzsch 
and Kaifieisen excluded minors. They could not be held 
bouud by any rule of unconditional adherence {see below) 
and generally they would be a source of weatness to the 
society. The general rule should be to exclude minors. 

Simila r objections apply to persons mentally disabled 
from entering into a contract and in some Provinces persons 
of unsound mind are excluded. Assam, definitely prohibits 
from membership anyone who is legally, or mentally 
disabled or who is a bankrupt or against whom a conviction 
stands of a ^ave criminal ofience. Any person found to 
be so disqualified shall be removed from the society. 

It is a strict Baifieisen rule that a member of a society 
with unlimited liability should not be admitted into a second 
similar society [see clause {m) belowj and this is the rule in 
most Indian provinces, as well as in Ireland, Italy and 
elsewhere. Bengal has a rule that no person who has 
within two years ceased to he a member of a society with 
unlimited fiahility can join another without the special 
permission of the Registrar. This refinement is apparently 
Wsed on section 23. 

The society has power to impose any stipulation that 
does not involve a &ect fllegality: it may mpose- for 
example, the profession of a particular religion. The 
society’s power of rejecting candidates is absolute: and 
the society need assign no reason for its action. It is neces¬ 
sary that a society have power to reject without e^lanation 
candidates who, with all the statutory qualifications, seem 
to them to have failings of temperament or intellect, wMch 
it would be sometimes impossible, and always wndious 
to foimnlate.^ 

Unconditional adherence .—Both the English Acts 
provide that the rules of (co-operative) societies shall binu 
the society and the members thereof, and all persons 

* Fay, Co-operation, at Home and Abroad, 2nd Edn., p- 366., 
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claiming through them respectivelj, to the same extent, 
as if each member had subscribed his name and affixed 
his seal thereto, and there were in the rules contained a 
covenant on the part of himself, his heirs, executors and 
administrators to conform to the rules ^ 

In Germany, members must sign a declaration of 
unconditional adherence , if the Committee approve, this 
has to be registered and then he acqmres membership The 
United Provmces have a rule —Every person, before being 
admitted to the membership of a society, shall sign a dec¬ 
laration that he will be bound by the existing by-laws of 
the society, and by am modification of, or addition to, such 
by-laws that may be legally effected during the period of 
his membership A person, who is already a member by 
reason of his having joined the appbcation for the registration 
of the society, shall be required, under pain of expulsion 
if he refuses, to sign such declaration wit bm one month 
of registration 

The model regulations appended to the South African 
Act, contam a clause regarding unconditional adherence 
and “ any society shall have the power to impose fines on its 
members for any infrmgement of its regulations , the condi 
tions and circumstances under which such fines may be 
imposed and the amount thereof, shall be prescribed by the 
regulations of the society ” 

Full disclosure of ezisUng debts ought to be regarded 
as necessary prelumnary to admission The Government 
of India remarked that imtil a member has been freed from 
outside debts, a society is not performmg its full functions 
but it IS a counsel of perfection to expect that no one shall 
be admitted as a member unless and until his outside debts 


^ Cf Powell p 29 It IS fundamental that the memhers of a farmer s 
CO operative organisation be held together bj a contract or agreement 
or by a binding provision m the by laws to be signed by every member 
The success of the oo operative movement depends, m the final analj sis 
on the steadfastness and co operation of the memhers Their support 
must be in the nature of a strong conviction that the co operative principle 
as a business system is right, and this faith and loyalty must be large 
enough to hold them together m the face of temporary adversity or of 
the insidious efforts of the opponents of the co operative method to disrupt 
the svstem As a business precaution a contract or agreement 

between the association and its members is essential to the development 
of a stable co operative enterprise Unless otherwise provided the 
agreement should give the association the exclusive right to handle the 
products of its members or exclusively to supemse or execute or regulate 
such functions for the members as it is organised to perform The 
membership agreement is tne foundation stone on which the stabihti of a 
farmer s co operative business association is reared 
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have been paid oS. There are, of course, extreme cases in 
which a man is so indebted that there is no hope of his debts 
ever being cleared ofE and in such a case the proper course 
is to refuse him admission to the society. 

It may, perhaps, be unnecessary to point out that the 
unlimited liability of such a man is of no value. 

Ascertainment of debts of members. —The suggestion 
that societies should be given power to call upon creditors 
to state their claims against members within a specified 
period and that claims not filed within this period should be 
deemed to have been met {cf. Court of Wards Acts) has been 
debated for a long time. Modern opinion favours the view 
. that a society should not make such a demand unless it is 
prepared to guarantee repayment and is not prepared to 
recommend that such power be given. 

Women are not usually excluded by any rules or by-laws 
but the unlimited liabiHty of a woman, especially a married 
woman or a widow under customary law, is of doubtful value 
and societies should be cautious in admitting them. There 
seems to be no objection in the case of a Imited liability 
society with fully paid-up shares. 

It ought to be perfectly clear that in the principles 
of co-operation there is nothing whatever opposed to the 
admission of women as members. ’ The objection arises feom 
the general custom or law. 

A Joint-Stock Company in Bengal is prohibited by 
rule from being a member of a registered society, with¬ 
out the permission of the Registrar. 

This should be general. It cannot have a proxy and 
cannot attend a general meeting. 

Resort to money-lenders should not be prohibited, but 
it should be laid down that the Committee must be duly 
informed on every occasion when loans are taken from 
sources outside the society. A member who becomes heavily 
indebted to money-lenders reduces the value of his unlimited 
liability to the society. 

(e) regulate the manner in which funds may 
be raised by means of shares or 
debentures or otherwise^; 

1 Prom the Report on the Pinance, Administratioa, etc., of JsyP* 
for 1920, it appears that a proposal was put forward and 
a super-tax he imposed on lauded property in order to proviae funds 
financing Co-operative Societies. 
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SJiaies —The Act itself is silent on the subject whether 
shares are necessary or not in a credit society In co¬ 
operative laws, it IS usual to find regulations relating to the 
masimum and mimmuin amount of share capital, the value 
of a share, when shares may be issued, limits on mdividual 
holdmgs, and restrictions on transfer In most Co operative 
Societies shares are not necessary but are useful as represen¬ 
ting a paid up part of the members’ liabihty which mspires 
coiifidence m outsiders The German Act now msists on 
shares but only requires one tenth to be paid up, and as it 
fixes no TmTnTmTm , many societies adopt a ten anna share 
^nth one anna paid up BaiSeisen regarded shares as 
unnecessary and as leading to a desure for high dividends, 
and experience has not found him at fault But where 
shares are paid m instalments spread over a period of years 
they serve to promote thrift In such cases it may some¬ 
times be advisable to mamtam the encouragement to thrift 
by raising the value of the shares as the society grows older 
In Belgium shares are compulsory, so also m Italy 

In the share t.ystem general m the Punjab and other 
provinces the cumulative effect of small contributions to 
share capital, spread over ten years, is remarkable and 
disproves the opinions of Baiffeisen and Wolff, that these 
do not add appreciably to the securitv of the bank In 
Burma, where most of the capital is provided by deposits 
of European non members the withdrawal of these deposits 
mvolved the movement m difficulties The Bussian law 
forbids societies, ■without share capital, to receive deposits 
from outside sources The result was that the Baiffeisen 
societies practically aU disappeared as soon as they were, by 
this means, deprived of their mam source of outside capital 
The members themselves were too poor to make deposits m 
sufficient volume for there operations Consequently the 
peasan'try were left without a credit system of their ovn ' 
Where the societies insisted on the formation of a share- 
capital, even when paid up m several annual mstahnents, 
it was found that they attracted only a mmority of the 
agricultural population, and remamed maccessible to the 
great mass of the peasants ^ Dupemex mcluded the absence 
of any paid up capital as one of the essential attributes of a 

»Hemck p 397 

4.mencan Evidence Bnssia p 237 It is rather difficult to believe 
this A. similar charge has been made by non co operators against the 
Punjab system m spite of the fact that village menials freely join some 
societies There mnstbe something ^ery -nrong mth a man Tvho cannot 
save one rupee a year 

O, eSA 
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village bank^j but some lairs, as that of Belgium,^ reijuire 
all Co-operative Societies to bave a capital. In some cases, 
sbaxe-capital is essential vriere liability is limited, and not 
vrben it is unlimited. 

A sbaxe is an interest in the society measured by a 
sum of money; it denotes both rights and liabilities. The 
right to a dividend is too readily recognised and in Co¬ 
operative Societies, this right should be rigoronsly restricted 
to a fair interest on capital. Its liability to serve as security 
for outsiders’ claim is less readily appreciated. The share 
itself is moveable property belonging to the shareholder 
and transferable by him subject to the restrictions imposed 
by the Act, rules, and by-la\re. The money value of the 
share, hovrever, belongs to the society. The price which the 
shareholder paid is not his. Obviously he cannot have both 
the share and its price. The smn paid up forms the sodety’s 
capital, it forms a guarantee for depositors, as it is the 
immediate security for debts. It accordingly caimot he 
reduced without warning to the creditors. The value of 
shares cannot be reduced except by reconstruction involving 
provision for all existing debts (as in Hguidation). Similarly 
sums paid up on shares should not be repaid while member¬ 
ship lasts except from a special Share Transfer Fund built 
up from undistributed ;^rofits. Where shares represent the 
sole liability (as in limited liability societies), they mi^t 
not be withdrawable. They belong to the society and its 
creditors and no member has any right to reduce the 
security offered to the creditors. It would be well if the 
rules rendered all shares in limited liability societies non- 
withdrawable so long as there were any deposits or claims 
payable to non-members. In England, the Act prohibits 
withdrawable shares in limited liabHity credit societies. 

One objection to share-capital in village banks used 
to be the tendency to impose on new members the conohtion 
of paying up aU arrears with interest.® This is now obviated 
by a by-ktr permitting new members to pay up shares in ten 
annual instalments from the date of admission. 

Beserve .—Capital may be built up from profits- The 
Committee on Co-operation (para. 43) were of opinion that 


^ Peoples’ Banks for ISJorthorn India, pp. 171-172. 

» Bonntree, p. 248 note, , 

» CJ. Herrick, p. 350‘ In Lnzntti societies, tko value of the ekare, 
and the size of the entrance fee for new memhots is determined each yea 
and depends upon the amount of paid-in capital and reserve, the larger 
and older banks as a rale being the more expensive to join. 
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the piime object of every society should be to acquire a 
permanent capital of its ovm as speedily as possible The 
best method is to arrange for a wide margm between the 
rates of interest at which societies borrow and lend, thus 
securmg a substantial annual profit (apparently surplus was 
intended) to be carried to reserve They saw no objection 
to arriving at an accumulation of owned capital by the route 
of a share system rather than by that of a reserve fund, 
provided that shares are not made an excuse for di-\ idend 
huntmg They did not recommend shares exceeding Rs 50 
as these might deter the poorer people from joining 

Deposits —^Besides shares and surplus interest, a society 
may raise funds from deposits (or loans) from members and 
non members 1 Alembers have a right to deposit their 
surplus money at interest with the society, in so far as the 
means for the employment of the same exists , and a Local 
Government could not issue a rule prohibitmg say, savings 
deposits, on the ground that the societies were competmg 
with the Post Office Savmgs Banhs The Madras Act, 
however (section 33), appears to give the Local Government 
power to make rules regulating the receipt of deposits from 
members The House of Lords Committee thought there 
might be a risk m credit societies temptmg depositors by 
ofienng interest m excess of what is given by the Savmgs 
Banks, which would be more than the society could properly 
earn, but, as Mr Wolfi pomted out, as the societies found 
more lucrative employment for their money than the Post 
Office, they could allow a httle more One member of the 
Committee seemed mchned to favour a rule hmitmg interest 
on deposits to the Post Office rate® The RaifEeisen 
model articles provide for this right which entails upon 
the society the duty of givmg preference to deposits 
from members over those from non members (see notes 
to Preamble—Promotion of Thrift, secs 4, 12 and 30) 
The Post Office Savings Banks are frequently men¬ 
tioned in literature under this head IMh Strickland 
found that, m Holland, a Royal Commission in 1906 recom¬ 
mended that the funds of these Banks be placed at the 


^ Subject to section 30 

This competition for savings deposits is not confined to any one 
country Agriculture needs capital which joint stock banks are not well 
suited to provide Sir Horace Plunkett and writers in other countries 
urge that the savings of agriculturists si ould be made available for 
agriculturists and not taken away to the ton ns The argument is 
unanswerable but the Government cannot dispense with the hmp of the 
Post Office Savings 
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disposal of co-operative 'banks, but the surplus of deposits 
has removed the need; also that in Belgium, a law of 1894 
made the funds of these Savings Banks available for rural 
co-operative credit societies, tmough the guarantee of a 
Central Bank. Mr. Hothfeld writes that rmder the new 
French law all kinds of agricultural co-operative societies, 
whether credit or non-credit, can obtain long-term loans from 
Government funds. All credit societies can open current 
accounts, provided they have fluid resources eq[ual to the 
total of their current deposits. 

Bombay has a rule: Agricultural credit societies shall 
not accept deposits which are not fixed for a period of at 
least two months, except savings deposits in such societies 
as have made in their by-laws provision for the encourage¬ 
ment of thrift among'their members by the opening of 
savings aceoimts. 

Members’ deposit accounts should be kept confidential. 
The Committee on Co-operation write that as the bank’s 
declared object is quite as much to promote thrift as to 
facilitate credit, the main source of cash should be savings 
deposits (of members); these make the bank independent 
and also attract the interest of the depositors to the employ¬ 
ment of their deposits. It should be the aim of primary 
societies to get as much in the way of local deposits as 
they can.^ Deposits should be strictly confined to men 
with local interests. In order to tempt members to deposit 
it is justifiable to offer slightly higher rates on their deposits 
than, ou those of non-members, the maximum being the rate 
charged by the society on its loans (Report, paras. 48 and 
49).2 Apparently no rule could be framed restricting deposits 


^ Xtocal deposits possess a moral clement wbicb loans from a Central 
Bank do not havo; see for instance Better Business, Febtuarv, 1917 
* the memhorn of a credit society are more likely to understand the binding 
nature of a loan, when it is to their o\m neighbours than to an impersonal 
inatitution.' Tho Madras Committee recommended that in priniory 
societies all possible stops should bo taken to encouraM local deposits 
in primary societies. Local deposits luro governed by knowledge of the 
working of a society, and pressure to pay at inconvenient times is 
onlikoly. Deposits faom outside tho locality should bo discouraged. 

* Tho Committee on Rural Credit in Ireland found that security fe 
mnch mote inQuontial than tho rate of interest in attracting deposits. It 
is worth noting that tho Irish Joint-Stock Banks, in agreeing to aJlov 
overdrafts at 4 per cent., stipulated that tlio local credit societies sbouhl 
not tako deposits (c/. Pratt. Small Holders, p. IfiO). But the enters 
of Rural Beoonstraotion in Ireland say (p. 141) :•—^It is to tho credit ot 
these banirs that they soon roolised that there was little or no com^tmon 
threatened, and that the oredit societies would actnally hwp them oy 
borrowing money in comparatively large sums and taking charge ol tao 
dangerous and todions task of distributing it in very small loans. 
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from, members^ and it is doubtful if a Local Government 
could frame a rule restricting deposits from non-members if 
the by-lavrs permitted this without restriction. But see the 
Madras Act (section 33) which confers such power on the 
Local Government {of. notes to section 30 ante). Ordinarily, 
of course, the difficulty arising from the alternative offered 
by section 30 (rales or by-laws) would be met by the Begistrar 
refusing to register a by-law that was not in conformity 
with the rules. Central Banks depend largely upon deposits 
from non-members. The present practice is embodied in 
the following rule of one province :—All Co-operative Central 
Banks and Urban Societies with limited liability which 
accept deposits from non-members shall make provision for 
fluid resources in such manner and according to such standard 
as may from time to time be prescribed by the Begistrar 
in each individual case. In the United Provinces the 
scale of fluid resource is rigidly fixed by rule. Madras 
requires the standard to be prescribed by Government. 

In the Central Provinces the present practice is to 
disallow absolutely the acceptance of deposits from non¬ 
members, until the Begistrar accords sanction. 

Opinion seems to be unanimous that in the ordinary 
village credit society current accounts should be forbidden. 
In Urban banks they may be allowed under suitable safe¬ 
guards. Some Central Banks accept current accounts ; the 
Madras Committee found that they earn little or no profit 
on these transactions and run considerable risk in taking 
large sums at considerable rates of interest. Further, they 
proceed, the maintenance of current accounts requires a 
knowledge of the law and practice relating to cheques, etc.,' 
which neither the Central Banks nor the department usually 
command. 

Maximum liability. — Cf. notes to sections 4 and 30. Most 
Provinces have a rule: Every society of unlimited liability 
^all from time to time fix in general meeting the maximum 
liability it may incur in loai^ from non-members. The 
maximum so fixed, shall be subject to the sanction of the 
Begistrar, who may reduce it. (Bombay adds :—^For reasons 
to be coiomunicated by him to the society in writing, and 
may prescribe a period, not being less than four months, 
within which the society shall comply with his orders.) 
No such society may receive any loan from non-members 


But Assam has issued such a rule. 
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wliicli "will make its total liabilities to non-members exceed 
the limit sanctioned by the Registrar.^ 

The 1926 Conference of Registrars refused to go further 
than this. 

Bombay has a rule;—^JTo society with limited liabi¬ 
lity shall incur total liabilities exceeding eight times the 
total of its paid-up capital and its accumulated reserve 
fund. In Bengal and Madras the limit is ten times the 
sum of the share-capital and the reserve fund for the time 
being. In Madras the Committee opposed any further 
increase. The Madras Provincial Bank may, however, 
borrow up to twelve times the sum of its capital plus reserve. 

ITowadays, wider experience and a better knowledge 
of the principles of sound credit justify elasticity in well 
managed baidcs. liMiere there is a low maximum dividend, 
the outside liabilities may be 10, or even 12, times the owned 
capital (paid-up share-capital plus reserves of all kinds). 

Burma makes societies fix the maximum indebtedness 
to members as well as to non-members. In Madras the 
by-laws of all primary societies lay down that the maximum 
borrowing power may not exceed a certain figure, which 
is, as a rule, not more than one-eighth of the total assets in 
land and cattle of all its members. 

The Poona Conference (1916) resolved that the 
credit of a society should he assessed under two heads: 

(1) for current agricultural needs of its members, and 

(2) other purposes. The Burma Committee urged that 
the financing bank should he placed in a position to distinguish 
between the loan required for normal crop requirements 
of societies and loans for other purposes such as redemption 
of old debt and so he able to restrict its lending to the former 
purpose. 

Under the former Act the Local Government could 
make rules providing for the rate at which interest may 
be paid on deposits. This provision has been omitted hut 
a rule might still be framed requiring preference to be given 
to deposits from members or (in the case of a Central Bank) 
from member-societies. 

(f) provide for general meetings of tlie 
members and for tlie procedure at such 
meetings and the powers to be 
exercised by such meetings; 


1 Cy. Committee’s Report, paras. 02 and 09. 
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See notes to sections 12 and 13. Bnima adds the 
resolutions to be passed at meeting. 

The rights which belong to members with regard to 
the afEairs of the society are exercised at the general meeting 
by resolution of the members present (German Act). There 
must be by-laws providing for the holding of meetiugs and 
as the by-laws must be made in good faith, they must provide 
for a meetiug at least once a year. Unless the by-laws 
provide for sufficient meetings to enable the business of the 
society to be effectively carried on, the Registrar should 
not allow it to be registered. The business transacted 
should be only such as directly and immediately relates to 
its objects as declared in the registered rules lest any suspicion 
be aroused as to what takes place. 

The Bombay Act requires an annual general meeting 
and provides for special general meetings on the requisition 
of a majority of the Committee, or one-fifth of the members 
or of the Registrar (see sections 12,13 and Appendix). 

The Madras Act (section 16) says : the Committee may 
at any time call a general meeting of the society and shall 
call such a meeting within one month after receipt of a 
requisition in writing from the Registrar or from a financing 
bank to which the society is indebted or from such number 
of members or proportion of the total raunber of members 
as may be specified in the by-laws of the society. If a 
general meeting is not called in accordance with such requisi¬ 
tion, the Registrar shall have power to call a general meeting 
of the society himself. It is an offence if any person wilfully 
or without any reasonable excuse disobeys any such requisi¬ 
tion. 


The rules or by-laws should— 

(1) fix a quorum; one member cannot form a 

meeting and* a general meeting must not be 
merely a Committee meeting under another 
name; 

(2) require so many days’ notice of the place, day 

and hour of the meeting and business to be 
conducted; 

(3) prescribe a chairman and a rule for electing a 

temporary one in his absence; 

(4) prescribe rules for voting, including the casting 

vote of the chairman (c/. notes to sec. 13); 
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(5) contain regulations for proxies of member- 

societies, e.g., req^uiring proxies to be deposited 
before the meeting; 

(6) prescribe the business to be placed before a 

general or a special meeting, for instance 
(fl) annual accounts and balance-sheet; 

(6) dividend; 

(c) report of Committee and auditors; 

(d) election of Committee; 

(c) total amount of loans and deposits vrhich 
may be accepted; 

(f) limits to be observed in the granting of 
loans to members; 

(7) arrange for adjournments, if quorum not present, 

and subsequent meeting to be held whether 
quorum be present or not; 

(8) provide for a record of all proceedings and their 

signature by the Chairman; 

(9) provide for the summoning of general meetings 

on the requisition of a prescribed number 
of members. 

At present no Province has issued complete rules but 
has left these matters to be dealt with in the by-laws. It is 
usually prescribed that the balance-sheet should be laid 
before a general meeting once a year, and that the Registrar 
or any person authorised by him may at any time summon 
a special general meeting, and spccifj' what matters shall be 
discussed at it. Such a meeting is, by rule, to have all the 
powers of a meeting called according to the by-laws. The 
United Provinces has a rule:— 

“ Provided that if the requisite quorum cannot be 
obtained at a meeting of a limited liability society, the 
Registrar may direct the Secretary to call another meeting 
and at the same time to inform the members in writing that 
if a quorum of one-third of the total number of members 
is not present another meeting will be called at which the 
jequired quorvun will be reduced to one-fifth.” 

In Italy the law requires that members shall person¬ 
ally attend whenever possible* and it is generally provided 
by the articles of societies that members failing to attend 
a general meeting without reasonable excuse are liable to be 


* .Monographs If, p. 130. 
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fined^ and in sofme English and Indian societies there is a 
similar rule. Attendance may be stimulated by forbidding 
proxies and by requiring a fairly high proportion of members 
to be present before a dividend can be declared. 

By an amendment of the German Co-operative Law 
in 1922, all societies with 10,000 members must, and societies 
with 3,000 members may, hold their general meetmgs by 
conyoldng representatives of areas or sections, instead of 
individual- members in person.^ 

{g) provide for the appointment, suspension, 
and removal of the members of the 
Committee and other ofi&cers, and for 
the procedure at meetings of the 
Committee, and for the powers to be 
exercised and the duties to be 
performed by the Committee and other 
officers; 

The Act does not provide for a Managing Committee^ 
so that unless Local Governments issue, a rule, one is not 
legally necessary. However, the existence of one is presumed 
[c/. definition sec. 2 (6) and the reference in sec. 22]. In 
societies which are not incoi^oTated (sec. 18) there must be 
trustees (as in Friendly Societies Act) or a Committee (as in 
German Act) to represent the society legally. In Germany, 
the society obtains rights and accepts obligations through 
all legal transactions completed in its name by the Com¬ 
mittee. In Germany, also there must be a Board of Super¬ 
vision, whose consent is necessary for any loan granted to a 
member of the Committee of Management. 

Professor Marshall writes that while control by a 
Committee chosen from amongst the members themselves 
is undoubtedly a great attraction, possesses considerable 
educational merit and affords a valuable practical training, 
it imposes a limit to the progress of the movement into the 


' Nicholson. 

“ C/. Dr. Theodor Cassan: Consumers’ Co-operative Movement in 
Germany. 

® Most other Acts do. (7/. New York State law which provides that, 
in productive societies, there shall be a board of not less than five directors. 

The direotoiB shall be elected by and from the shareholders.The 

officers shall be a president, one or more vice-presidents, a secretary and a 
treasurer, who shall be elected amiually by the directors, and each of u hom 
most be a director. In agricultural societies tlie secretniy and treasurer 
may be non-members. 
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moie intricate realms of busmess -enterprise An army 
commanded by a Committee bis seldom given a good account 
of Itself and many decisions m the course of business require 
the prompt action of an evpeit It too often happens that a 
Committee man vacates office to mal e "way for another m 
accordance with democratic pxmoiple ]Ust when he is 
beginnmg to get an expert grasp of its woxl ^ The idea of 
central banks bemg controlled by Committees representing 
borrowing societies is disliked bi commcrcnl bankers The 
Madras Committee recommended cmtion in the elimmition 
of individual shareholders and that members should be co 
opted to the Committee who hive special knowledge which 
may prove useful such co opted members would ha\e 
no votes Under the new Act the Madras Government 
may frame rules presciibing m the case of a financing bank 
(i) the proportion of individual members to societj members 
in the constitution of its general body or of its Committee 
and (n) the maximum number of members of its Committee 

The Committee must consist of not less than two 
members where a registered society is a member it may 
elect a member to the Committee of the larger society 

The Committee on Co operation did not advocate 
supervisory Committees as a suitable feature m the vast 
majority of agricultural societies In urban areas where 
the personnel with the requisite qualifications is more freely 
available they considered such Committees might be more 
successful Undoubtedly such supexMSory Boards are 
advisable if men can bo obtained for them In Germany 
the maintenance of this Board at full strength is considered 
BO important that Diiectois and Membets of the Committee 
may be fined for default The mam point how ea or as the 
Committee on Co operation point out is that the Managing 
Committee should worl as a Committee that it should do 
its work regularly and as a whole and not hand oi er 
its responsibilities to one or two acti\e men It is also 
important that it should not be placed beyond the control 
of the general meeting 

Election of a Gomvnttee is usually by nommatiou and 
open vote in general meetings and the Bengal rules prescribe 
this but the English Conference m 1903 advocated the 
use of the ballot as the svstem of open voting was 
not calculated to promote wide selection representative 
appointments and free choice O' 


MarshaU li dustrv and Tralc Bk II Ch VIT 



s. 43.] 


BTTLlEjS* 


203 


It is a mistake to assume that in an association 
formed on a democratic basis, all members will take an 
equal share in the management and that therefore the 
personnel of the Committee should be frequently changed. 
All members should have equal opportunity to serve, and 
the members of the Committee should regularly come before 
a general meeting for re-election or replacement. Co¬ 
operation depends for its success on leadership and it would 
hardly be an exaggeration to say that eve^ outstanding 
success has been due to some man of striking character.^ 
The Committee should, of course, be chosen from amongst 
the members® even if this involves admitting to member¬ 
ship some who have not the same interests as the general 
body. In Ireland, for instance, it is usual to try to get 
some persons of more education than the average farmers 
and, generally speaking, the Protestant or the Catholic 
clergymen, or the doctor, or national school teacher are 
members of the Committee.® Mr. AVolfE does not favour a 
general election of the whole Committee at the same time, 
but^ prefers a partial renewals of the members so as to 
obviate the possible prospect of an entirely new set coming 
in.^ 

Disqualifications are usually the following:— 

(1) being under the age of 21 years; or 

(2) holding dffice or place of profit under the society ; 

or 

(3) holding less than a specified number of shares 

or having been a member less than a specified 
. time; or 

(4) having relatives employed by the society; or 

^ Every society most look to the more energetic, reliable and 
e^eiienced of its members to play a leading port in conducting its affairs. 
The provision of one man one vote, so far from hindering those of out¬ 
standing character from coming to the top, is likely to help them to do so, 
for it removes the hkehhood of directors and ofBcers being elected by a 
favoured few for interested motives. It is probable that in a good Co¬ 
operative Society, the president and committee are almost always those 
who have commended themselves to their fellow-members by their 

out^anding character.Practically all conspicuous successes are 

to be associated srith the work of one or two men (Smith Gordon, Co¬ 
operation for Farmers, p. 17). 

®In Italy, as the law aims at facilitating the exchange of mutual 
services between the society and its members, it requires that the ofBcials 
bo sdected from among the members (filonographs, II, p. 129). In India 
the by-laws provide for this. 

* Of. evidence of G. Rnssell before House of Lords Committee. 

* Co-operation in India, p. 167. 
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(5) being adjudged insolvent ;• or 

(6) being found lunatic or becoming of unsound 

mind; or 

(7) being concerned or participating in tbe profits 

of any contract vritb the society; or 

(8) being punished with imprisonment for a term 

exceeding six months; or 

(9) (in stores societies) failing to purchase a specified 

amount of goods from the society. 

The South African Act says, a director shall vacate 
his office if he absents himself from four consecutive meetings 
of the board without its leave. 

Illiteracy cannot be a disqualification under present 
circumstances although complaint has been made that 
“ not infrequently illiterates are chosen as Committee men, 
a thing which should be absolutely prohibited 

If a member carries on any business similar to that 
of the society, he is usually held to be disqualified; for 
instance, a man who does money-lending for his own benefit, 
should never be made a member of the Committee of a credit 
BQoietj. In Bengal, in industrial societies composed solely 
of artisans or workmen, a member in receipt of a salaty 
from the society may, with the approval of the Registrar, 
be a member of the Managing Committee. 

Removal of a member of the Committee may be effected 
for any of the reasons disqualifying him from election and 
also— 

(1) for becoming of unsound mind; 

(2) for being adjudged insolvent; 

(3) for being imprisoned; and 

(4) for failing to attend a sufficient number of meet¬ 

ings. 

The Madras Committee considered that every possible 
step should be taken to protect members of primary societies 
and others from losses caused by misfeasance, and that, m 
all cases where proof is forthcoming, proper punishment 
should be inflicted. It would seem to follow from tffis that 
a member of the Committee should be removeable for em¬ 
bezzlement even if he is not convicted. The new Iilamas 
Act (section 49) empowers the Registrar under certain 


^ T. W. Busoell befoto House of Lords Committee. 
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conditions to order a member of the Committee or ofB.oer 
to repay or, restore to the society any money or property 
misappropriated or fraudulently retained or embezzled 
{cf. Appendix). 

Powers of Committee consist usually in the exercise 
of all powers of the society except those reserved for a general 
meeting subject to any regulations or restrictions drdy laid 
down by the society and its by-laws. The Committee derives 
its power from the society and is bound by the Act, rules 
and by-laws. It cannot delegate powers to anyone unless 
specially authorised to do so by general meeting or by-laws. 
It cannot exercise any powers except those delegated to it 
and only to the extent authorised. 

Duties of the Committee— 

(1) To observe in all their transactions the Acts, 

rules and by-laws; 

(2) to maintain true accounts of money received 

and expended; and 

(3) accounts of the assets and liabilities of the society ; 

(4) -to facilitate the inspection of books by those 

authorised to see them [cf. secs. 16, 17 (3)]; 

(5) to prepare and present to the general meeting 

a profit and loss account annually; 

(6) in credit societies, to watch that loans are 

applied to the purpose approved; 

(7) to maintain a register of members up to date ; 

(8) to call a general meeting on the demand of the 

number of members prescribed for this purpose 

in the by-laws or rmes.^ 

The Committee is bound to observe the limitations 
imposed by the by-laws or by the resolutions of the general 
meeting^ as to the extent of there authority to represent 
the society. As regards third parties the society appears 
to be bound by the acts of the Committee, but it may sue 
them for loss (German Act). Thus in Germany members 
of the Committee may be fined for carrying on business 
outside the objects of the society. In France the members 
of the Committee are personally responsible in case of breach 
of the provisions of the law or of the by-laws for any damage 


\ In Austria a heavy penalty is imposed for failure to convene such a 
mating. In Madras now it is ah offence to omit to call a general meeting 
when legally requited to do so. 
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resulting from sucli breach (Nicholson). The Committee 
must exercise the prudence of ordinary men of business, 
those who neglect their obligations arc liable to the society 
for any loss thereby caused.^ In accordance with general 
company law members of the 'Committee in India would 
be liable for any loss sustained by the society by any act 
contrary to the law, rules and by-laws (c.g., making a* loan 
to a non-member contrary to sec. 29), and apparently the 
society could take proceedings by arbitration against the 
Committee to recover the loss. The Madras Committee 
recommended that the members of the Committee should be 
made personally responsible for the repayment of loans which 
• by their negligence had become time-barred. The Toreign 
Experts of the Banking Enquiry Committee recommended 
that it should be prescribed in the Act and by-laws that the 
members of the Managing Committee and Supex\-ising Board 
are jointly and severally responsible for credits granted 
without the requisite care. Eot the above reasons the duties 
of the society’s officers should be clearly specified so that 
offences can be brought home [sec AppendSx^j. 

In Bengal there is a rule that the appointment of a 
salaried officer in any society shall be subject to such condi¬ 
tions as to qualifications and the furnishing of security as 
may be prescribed by the Begistrar. 

In Madras (section 43) power has been given to the 
Eegistrar to dissolve a Commi^e that is not functioning 
properly, and to appoint a suitable person or persons to 
manage the affairs of the society for a period not exceeding 
turn years. 

{1i) prescribe the accounts and books to be 
kept by a society and provide for the 
audit of such accounts and the charges, 
if any, to be made for such audit, and 
for the pmodical publication of a 
balance-sheet showing the assets and 
liabilities of a society; 

Of the many great services rendered to the country 
by the co-opetative movement the introduction and popu¬ 
larisation of a', good system of accounts is, by no means, 

* In Oregon, U., S. A., the directors must swear to administer the 
business of the socf"*” 
a In the model a 
the Companies Act, it 
-shall ho managed by 


tides for a company given in tho firat schedole ot 
i clearly prescribed that the bnsinoss of the company 
Ito dircetots who shall duly comply with the Act. 
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tlie least. The mutual confideuce of co-operators should 
not be weakened hy a loose system of accounts. Business¬ 
like forms should be used at all times. Too much importance 
cannot be attached to this work.^ 

A register of members and of shares may be prescribed 
under clause (Js) below. 

Under this clause the miniTimnn requirements in the 
case of a credit society seem to be— 

(1) cash book; 

(2) ledger account for each member ; 

(3) register showing when repayments of loans are 

due; 

(4) register of deposits; 

(o) minute book; or, as the United Provinces rules 
prescribe in more detail, a book of minutes 
of all resolutions and proceedings of general 
and special meetings of the society and of 
meetings of the,Committee. Bombay requires 
two minute books, one for general meetings 
and one for Committee meetings. 

Some Provinces add:— 

(6) share transfer register; 

(7) interest account; 

(8) expenses account; 

(9) bank account; 

(10) receipt book with forms in duplicate ; 

(11) liability register showing the indebtedness of 

each member to the society whether on account 
of loans taken directly by him or on account 
of loans for which he stands surety ; 

(12) (in the case of unlimited liability societies) 

a statement showing the assets and liabilities 
of each individual member at the date of 
admission as well as on the last day of each 
co-operative year. 

The books, if well kept, will in time supply the best 
evidence of each member’s worth as a borrower. The deposit 
and loans of each member will indicate fairly clearly whether 
he is progressing towards prosperity or insolvency. Everyone 


Of. Sinclair, p. 69. 
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will agree with the xecomiaendation of the Madras Committee 
that the accounts should he as simple as is compatible with 
clarity. As the Burma Committee explained: It is one of 
the essentials of a sound credit society that the members 
shoTild be able to understand the accounts, and in order that 
this may be a practicable ideal amongst a population.not 
possessed of a high standard of literacy, it is absolutely 
necessary that the accounts should be of the simplest possible 
character consistent with clearness. 

Audit. —Under the former Act no charge could be made 
in respect of any audit made by the Registrar. In’ the 
Punjab the model by-laws ^ovide that the society shall pay 
such fee for audit as the Punjab Co-operative Union may 
from time to time prescribe. The need for a Government 
3nile disappears when a non-(^cial body takes over the work. 
Bengal requires simply that every registered society shall 
pay the audit-fee prescribed by Government. The United 
Provinces have rather elaborate rules. Every society pays 
an audit-fee calculated in the case of a Central Bank at six 
annas per hundred rupees of working capital subject to a 
maximum of Rs. 200, and in other cases, at three and a half 
annas per hundred rupees subject to a maximum of Rs. 100. 
The fees are credited into the local Treasuries and the 
Registrar employs the staff. In Assam the scale is sis annas 
per hundred rupees in the case of primary societies and t^ee 
annas in the case of a Central Bank. Bombay used to limit 
the charge to societies of limited Bability with a working 
capital exceeding Rs. 50,000. The latest rules are that 
societies (not necessarily limited) with working capital 
exceeding Rs. 50,000 may he required to pay the whole cost 
of their audit, while other societies may be subjected to a 
levy of an audit rate not exceeding five-eighths of one 
per cent, on the working capital. The proceeds go towards 
the cost of the audit staff. In Bihar and Orissa, the Central 
Pederation realises Rs. 5 per diem, up to a maximum of 
Rs. 75, from Central Banks and important limited liability 
societies. For primary agricultural societies, the fee is based 
on the working capital. No fee seems to he prescribed in 
other provinces. 

In Madras the desirability of charging audit fees was 
repeatedly considered hut all audit was done free of charge 
as it was decided that societies could not pay for audit if 
they pay for supervising unions. Government Inspectors 
audit sixty societies annually. The latest rule prescribes 
that every society shall pay to Government the charge for 
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audit according to a scale, unless it has its accounts audited 
at its own expense by the staff of the federation or by an 
approved au^tor. The scale fixed in 1927-28 was:— 

8 annas per one hundred rupees of the working capital 
for the first 50,000 or part thereof ; 

6 „ for the next 50,000 or part thereof ; 

4 „ for the next one lakh or part thereof ; 

3 „ for the next one lakh ; 

2 „ for the next one lakh. 

Publication of Balance-Sheet. —balance-sheet may be 
defined as a classified summary of the balances remaining 
in a set of books after those relating to profit and loss have 
been collected into one account, and inmuding the balance 
of that account, so arranged as to show the assets and debit- 
balances on one side and the liabilities and credit-balances 
on the other- It should set out the true position of the 
business in such a manner as may be easily understood by 
men of business intelligence.^ ^he laws of England and 
India agree in reg^uiring periodical publication of balance- 
sheets by allbanldng and insurance companies and provident 
or benefit societies. This has usually to be done twice a 
year and the balance-sheet must be kept displayed. Every 
member and every creditor is entitled to a copy (c/. Indian 
Companies Act, sec. 136). The Industrial and Provident 
Societies Act recLuites every registered society engaged in 
banking to make out twice a year and keep conspicuously 
hungup a statement of capital, assets and liabilities; and the 
Priendly Societies Act requires a copy of the last annual 
balance-sheet to be displayed, together with any special 
report of the auditors. Every member and every person 
interested in its funds is entitled on application to receive 
gratuitously a copy of the last annual return or an audited 
balance-sheet containing the same particulars. In Germany 
also the annual balance-sheet must be published. 

^ The usual rule is:—^The balance-sheet of each registered 
society shall be laid before a general meeting of the society 
once a year. But Bombay requires every society to ‘publish 
its annual balance-sheet. It also insists that the balance- 
sheet shall be open to the inspection of any member during 
ofiBce hours. Madras says the society shall publish such of 
the prescribed statements as the Eegistrar may direct in 
the manner prescribed by him. 


Spieer and Pegler. Practical Auditing, 3rd Edn., p. 403. 

, eSA 14 
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Some provinces have a rule :— 

No society of which any member is a registered society 
shall take into consideration any balance-sheet at its annual 
general meeting or make any distribution of its profits by 
way of dividend or bonus or otherwise among its members, 
unless and until the balance-sheet (for the period during 
which such profits have accrued) shall have been certified to 
be a true and correct statement of the position of the said 
society by the Registrar or some person authorised by him 
in that behalf. 

(i) prescribe the returns to be submitted by 
a society to the Registrar and provide 
for the persons by whom and the form 
in which such returns shall be 
submitted; 

The minimum returns appear to he— 

(1) account of income and expenditure; 

(2) profit and loss account; 

(3) balance-sheet. 

Some Provinces merely rule that the societies shall 
submit such returns as the Registrar may by general or 
special order prescribe. 

The returns should, as far as possible, he submitted 
by the societies themselves so that they may serve as an 
object lesson in accountancy. In Madras, Government has 
taken power to frame rides for the levy of the expenses of 
preparing any return which a society may fail to submit. 

The returns should be audited once, and where the 
auditor is not appointed by the Registrar, his name should 
be given. 

0) provide for the persons by whom and the 
form in which copies of entries in 
books of societies may be certified; 

Burma and Madras add:—and for the charges to be 
levied for such copies. 

Bankers Books Evidence Act, section 2 (8) runs :— 

\ “ Certified copy ” means a copy of any entry in the 

Books of a banlc, together with a certificate written at. 

foot of such copy that it is a true copy of such ®ntry, 
th^such entry is contained in one of the ordinary booKs 
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of the hank and was made in the usual and ordinary course 
of business, and that such book is still in the custody of the 
bank, such certificate being dated and subscribed by the 
principal accountant or manager of the bank with his name 
and official title. 

Most provinces have issued a rule embodying the whole 
or the greater part of this. 

The costs of anything done or to be done under an 
order of a court or judge shall be in his discretion but if 
costs are awarded to a bank, the bank may recover as if 
it were a party. (N.B .—The bank should always apply 
for costs if ordered to produce books.) The certificate must 
be dated and signed by the Secretary of the society or other 
officer approved by the Registrar (in Punjab, Bihar and 
Orissa, etc.). Madras prescribes that the copies shall be 
made by the President or the Secretary and shall be certified 
by not less than three members of its managing body, includ¬ 
ing such President or Secretary and shall bear the society’s 
seal. The Central Provinces and United Provinces require 
a second signature of an officer or member of the Committee ; 
Bombay allows any officer to certify; Burma limits this to 
the Chairman. 

(A’) provide for tlie formation and mainten¬ 
ance of a register of members and, 
where the liability of the members is 
limited by shares, of a register of 
shares ; 

See section 25 and notes thereunder. 

The register of members is essential and its main¬ 
tenance should be compulsory. WTiere there are no shares 
and therefore no share-list, it is the only record. The Bengal 
rule is simple: The Managing Committee shall keep such 
books and registers as may be prescribed^ by the Registrar 
and in particular shall make and maintain correctly up to 
date a register of members. The Punjab is more specific : 
Every society shall maintain a register of members showing :— 
{a) the name, address and occupation of each member, 
and a statement of the shares held by him ; 

(fr) the date on which each member’s name was 
entered in the register ; 

' (c) the date on which any person ceased to be a 
member; 

(<?) the nominee, if any. 
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(Q provide that any dispute touching the 
business of a society between members 
or past niembers of the society or 
persons claiming through' a member or 
past member or between a member or 
past member or persons so claiming 
and the Committee or any officer shall 
be referred to the Registrar for decision 
or, if he so directs, to arbitration, and 
prescribe the mode of appointing an 
arbitrator or arbitrators and the proce¬ 
dure to be followed in proceedings 
before the Registrar or such arbitrator 
or arbitrators, and the enforcement of 
the decisions of the Registrar or the 
awards of arbitrators; 

Arbitration means the hearing and determining of n 
cause between, parties in controversy by n person or 
persons chosen or agreed to by the parties. The determina¬ 
tion of arbitrators is called an atrard (Century Dictionary). 

At first, Government refused to allow the societies 
a special summary procedure for the recovery of their debts 
in place of the slow and expensive methods of the courts. 
It would, it was thought, be mistaken kindness to confer 
upon societies arbitrax}’ powers of recovery, and if in the 
absence of such powers a society cannot by means of the 
joint-security given and its own moral authority, collect its 
debts, the failure is due to a careless selection of members 
in the first instance or to lax management. If individual 
societies could employ special methods in dealing with their 
members, they would be encouraged to become careless in 
administration and to neglect the vital principle that admis¬ 
sion should be refused to those who cannot oe relied upon 
to fulfil their obligations.^ 

But some Local Governments have framed rules provi¬ 
ding for the enforcement of a Registrar’s decision or 
an arbitrator’s award as a decree of a Civil Court. Some 
Local .Government have gone further and have issued rules, 
under this clause; rendering all sums, recoverable under the 


1 GoTernment of India Resolution; but this and the corresponding 
olau-so of tho former Act u-ero inserted ■sritli the intention of avoiding 
litigation and the trouble, expense and delay attending it. 
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Registrar’s decision or an award, liable to be collected as an 
arrear of land-revenue. Burma proposed to incorporate 
this in the new Act but tbe proposal was rejected. There 
is a general consensus of opinion that an award should bo 
executed as a decree; and, if the existing Act does not 
permit of a rule to this effect, it should be amended so as to 
permit of such a rule being framed. 

The clause follows very much the English law. The 
Friendly Societies Act directs that disputes shall be decided 
in manner directed by the rules of the society and the decision 
so given shall be binding and conclusive on all parties without 
appeal and shall not be removcable into any Court of law 
or restrainable by injunction; it allows the parties the 
alternative of referring to the Registrar. The Madras Act 
includes the provision of compulsory arbitration in the 
substantive part of the Act and docs not leave it to rules 
{section 51— cf. Appendix). 

The English Courts have taken a very sensible view 
of these arbitration proceedings as the following quotation 
from a ruling will show:—^I’he Legislature intended carefully 
to provide that these societies should not bo dragged before 
Courts of Law or Equity, if it could possibly be avoided, and 
has taken care to enact that the whole discussion of their 
affairs shall be disposed of in a cheap and summary manner 

by the decision of an arbitrator (or justices)... the 

power of the justice or the arbitrator is complete and is not 
subject to revision by any Court of Law or Equity. That is 
the primary matter to which attention must be (tawn 
and it is necessary to be extremely careful that the jurisdic¬ 
tion of this Court shall not be set up to control the arbitrators 
so selected except upon a very clear and distinct case being 
made out of their abuse of their office. 

A reference to the Indian case-law on arbitration shows 
that there are so many pitfalls for an arbitrator that a dis¬ 
contented party can always point to some defect to secure 
interference from the Court. 

-Although the Committee of Management are not proper 
parties to determine disputes, there is nothing objectionable 
in requiring disputes to be in the first instance considered 
by the Conomittee with a view to terms being arranged. 

In England compulsory arbitration was for long con¬ 
sidered impracticable but it was adopted after 1867 and is 
now common. 
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In England, and presumably also in India, all moneys 
payable by a member to the society are deemed to be a debt 
due from such member and are recoverable as such. This 
would include calls on shares. In Trades Unions subscrip¬ 
tions generally cannot be sued for in court. 

What is a dispute ? Ordinarily the word “ dispute 
includes all matters which could form the subject of civil 
litigation; and so presumably would include a debt due to a 
society, payment of which is not made on demand, whether 
the fact of the sum being due is questioned or not.' Most 
Local Governments seem to have adopted this view and 
Bombay (section 54) specifically provides that “ A dispute 
shall include claims by a society for debts or demands due 
to it from a member or past member or the heirs or assets 
of a past member whether such debts or demands be admitted 
or not ” and 'Madras (section 51 (i) Explanation) makes 
similar provision. But it would appear that in Bengal and 
Burma a debtor has only to admit his debt and he is secured 
from the arbitration procedure. I^Tiile if the dispute is sent 
to arbitration he has only to admit it, and it ceases to be a 
dispute and the arbitrator cannot deal with it. Opinion 
seems to be unanimous that if a debt is overdue and the 
defaulter fails to pay or to show adequate cause for non¬ 
payment, he is liable to be proceeded against under the rule 
of cpmpulsory arbitration, and the siun awarded should be 
recoverable as a decree. A dispute relating to a debt is 
•none the less a dispute whether the amount is or is not 
admitted by the borrower when a demand of payment is 
made and is either refused or not complied with. 

Generally disputes, other than those plating to money 
due, should be referred to the general meeting whose decision 
should be final; but in the case, for instance, of an expelled 
member clftiming to be re-admitted the matter would more 
suitably be settled by arbitration.^ 

The Madras Law Joiurnal, March 1923, pp. 382-384 
(quoted in Madras Bulletin of Oo-operation, April-May 
1923, gives a decision by the BSgh Court of Madras where¬ 
from it appears that-;- 

(1) the words “ touching the business of the society 
are not confined to disputes regarding the mternal 
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managemenfe of the affairs of the society or disputes in 
regard to the principles which would regulate the conduct of 
business ; 

(2) a dispute between a member who happens to be 
an officer of a society and the society in regard to sums 
of money entrusted to the former for purchase of certain 
articles is within this section; 

(3) a dispute between a member who happens to be 
an officer of a societj’ on the one hand and the Committee 
or an officer on the other falls within the words of this section. 

The Allahabad High Court have ruled that any dispute 
aboiit the election of the officers of a Co-operative Society 
must be referred to the Registrar. No suit is. therefore, 
maintainable in a Civil Court for declaration that the 
defendants’ election as Directors of a society is not legal.^ 
It was held that the word “ business ” was not intended to 
be used in the restricted sense of money business. The elec¬ 
tion of its officers is certainly a part of the business of the 
.society. 

In Civil AppeUatc Side, Case No. 944 of 1922, T/ie 
Zemimlar Banh, Sherpiir Kalan v. Suba, decided 28th 
November, 1922, the High Court of Lahore remarked on 
these rules:—“ The principle of law as enunciated in 
various authorities is that statutes imposing restric¬ 
tions upon the subjects’ right of suit should be strictly 
construed and such restrictions should not be extended 
beyond what the words used actually cover. In the 
present case, however, it appears to \is that the words 
used do clearly contain a necessary implication depriving 
the subject of his common law right of action and 
provide a special and prompt procedure for cases in 
which, having regard to the class of people affected, a speedy 
decision as to their dispute is essential. It will be observed 
that the object of the Act is to encourage thrift, self-help and 
co-operation among agriculturists, artisans and persons of 
limited means, and it will, in our opinion, be impossible to 
attain these objects if these people for the settlement of 
their disputes have necessarily to undergo all the troubles 
and worries of an expensive and protracted litigation. It 
should further be noted that the English Law on the subject 

is very much the same."We thii^ that it would 

be entirely repugnant to the scope and object of the Act 
if a suit like this were allowed to be decided in a civil court 


^ All. Law Journal, Vol. XXHI, 1925, p. 129. 
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and we accordingly hold that by the substitutional remedy 
provided under the rules in the shape of a reference to the 
Registrar the common law remedy by an action in a civil 
court has by necessary implication been taken away 

(The suit was for a declaration that bonds said to have 
been executed by plaintift were forgeries ; the Munsiff threw 
out the case as barred by the rules; the Lower Appellate 
Court held that a Civil suit could lie.) 

The various Provinces have somewhat different rules. 
Those in the Punjab seem to be most detailed and may be 
quoted as an example. 

1. Any dispute touching the business of a Co-operative 
Society between members or past members of the society 
or persons claiming through a member or past, member or 
between a member or past member or persons so claiming 
and the Committee or any officer, shall be referred to the 
Registrar. Reference may be made by the Committee, or by 
the society by resolution in general meeting, or by any 
party to ^e dispute, or, if the dispute concern a sum due 
from a member of the Committee to the society by any 
member of the society. 

For the Bombay Act, see Appendix. Madras specifically 
excludes a “ dispute regarding disciplinary action taken by 
the society or its Committee against a paid servant of the 
society ” {cj. Appendix). 

Note. — A. “ dispute ” includes claims on the part of a 
society for money due to it from its members. This would 
include an instalment of share-capital but would not include 
a subscription not authorised by the by-laws. 

The Bombay Act has: a dispute shall include claims 
by a society for debts or demands due to it from a member 
or past member or the heirs or assets of a past member 
whether such debts or demands be admitted or not. 

“ Person claiming through, a member ” includes the 
heirs, executors or adminisfecators and assigns _ of a 
member and also his nominee where nomination is 
allowed (Industrial and Provident Societies Act). The 
rules of a society are binding on these persons. 

“ Shall be referred ’’—this excludes the jurisdiction 
of the Civil Courts. If, for instance, a member sues a 
society for his deposit or share-money or share of profits, etc., 
the society may plead this rule and so remove the case 
outside the jurisdiction of the Court and there can be no 
proceedings for injunction. This, of course, does not oppiy 
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to the case of non member depositors or other creditors 
(non members) who may sue m Court 

As criminal courts follow the decisions of civil courts on 
questions of fact, the compulsory arbitration procedure 
endmg m a final decree serves to reduce opportumties for 
criramal litigation 

The Bombay \ct provides that if the question at issue 
between a societv and a claimant, or between different 
claimants, is one mvolvmg compbcated questions of law 
and fact, the Eegistrar may, if he thinks fit, suspend 
proceedmgs in the matter until the question has been tried 
bv a regular suit instituted by one of the parties oi by the 
society (see \ppendix) 

A dispute as to whether a person was or was not a 
member of a society would not be mcluded in this rule 

Section 28 of the Indian Contract 4ct (IX of 1872) 
declares to be void every agreement whereby any party 
thereto may he restrained from enforcing his right by the 
usual legal proceedings in the ordmary tribunals But 
an exception to the section provides that a contract by 
which two or more persons agree that any dispute, which 
may arise between them m respect of any subject or class (rf 
subjects, shall be referred to arbitration is not illegal Such 
an agreement maa be filed m court and carried mto effect 
It may be an agreement to refer present or future diffeiences 
The proMsion'^ in the Contract Act and the Specific Relief 
4ct amount to this, that if a person, who has contracted to 
refer to arbitration any dispute that might arise m future 
between bi-m and another, refused to do so, his contract 
would be a bar to his mamtaimng or carrymg on a suit in 
re&pect of the subject matter of reference^ 

The concludmg sentence of this rule is intended to 
meet the case where a debt is owed by a member of the 
Committee, and the other members refrain from proceedmg 
agamst hlin Most provinces have not yet adopted this 
device 

2 The Registrar may either decide the dispute 
himself, or appoint an arbitrator, or refer it to ttaee 
arbitrators, of whom one shall be nommated by each of 
the parties and the third shall be nominated by the Registrar 
and shall act as chairman When any party to a dilute 
fails to nommate a suitable arbitrator withm fifteen days. 


* D 0 Bauei]i, Treatise on the Law of Arbitration in India, pp 26 27 
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the Eegistrar may make the nomination No legal practi¬ 
tioner may be nommated as arbitrator by any party 

Note —^The object of securing qiuck decisions based 
on equity would obviously be defeated if each party were 
allowed to nommate a legal practitioner to represent bnu 
under the cloak of an arbii^tor 

Any person, in whom the parties have confidence and 
to whose decision they may choose to refer their dispute or 
difference, may be selected to act as an arbitrator, provided 
he IB not prohibited from so acting by an express provision 
of a Statute or by reasons of pubhc pohcy Every person is 
free to choose his own judge for the settlement of any matter 
in controversy between himself and another, and the judge 
so chosen, if accepted by the opposite party, is clothed with 
authority to arbitrate upon the controversy referred to 
him If the parties choose an mcompetent or unfit person, 
that IS their own affair ^ The Madras Act empowers the 
Eegistrar to transfer the reference for disposal to any person 
who has been mvested by the Local Government with powers 
in that behalf 

3 In such proceedings the Eegistrar or aibitratoi 
shallharepower to administer oaths, to require the attendance 
of the parties and witnesses, and require the production 
of all necessary books and documents by a summons delivered 
orally or sent by hand or by registered post or through the 
nearest civil court having jurisdiction m the area m which 
the society operates, and shall further have power to order 
the expenses of determmmg the dispute to be paid either 
out of the funds of the society or by such party or parties 
to the dispute as he mav think fit 

Note —The wordmg follows that of the Friendly 
Societies Act The power to administer oaths is aheady 
conferred by section 4 of the Oaths Act (X of 1873), but not 
the power to administer an oath under section 8 as he is not 
a court 2 

The Evideuoe Act (see section 1) does not apply to 
proceedings before an arbitrator, who is not required to 
comply strictly wath the rules laid down m that Act It is 
not a vahd objection to an award that an arbitrator has not 
acted in strict conformity with rules of evidence * At the 
same timw as it is important that awards should carry the 

^ D 0 Banerji, Treatise on the Law of Arbitration m India, p 152 
a Bid, p. 212 
aJ6id, p. 195 
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same weight and command the same respect as judicial 
decisions, arbitrators should follow the spirit of the Evidence 
Act. 

The costs of the reference and of the arbitration- 
proceedings shall, unless otherwise provided by the order of 
reference, be in the discretion of the arbitrators or umpire, 
who may direct to and by whom and in what manner these 
costs shall be paid. A general reference gives the arbitrators 
exclusive jurisdiction to deal with the costs of the suit. The 
court cannot order costs to be paid contrary to the 
award. 

Madras, however, has been advised that under the 
present Act, an arbitrator cannot award costs. Its new Act 
empowers the Local Government to frame rules providing 
for the levy of expenses incidental to such proceedings. But 
if the question of costs is included in the reference, the arbi¬ 
trator can give an award upon this. In Bombay (1928) provi¬ 
sion has been made for the payment of arbitrators according 
to a moderate scale and for the subsequent recovery of the 
amount from the defaulting societies and members. The 
Bombay Act [sec. 71 (m)] gives Government power to frame 
rules for fixing and levying the expenses by determining the 
dispute. The rule runs: The Registrar or his nominee 
and the arbitrators shall have power to order the expenses of 
determining the disputes to be paid out of the funds of the 
society,^ or by such party or parties to the dispute as they 
may think fit, according to a scale laid down bj*^ the Registrar. 
The Registrar may fix the fee to be paid to his nominee out 
of the expenses so recovered. Arbitrators are paid on the 
following scale:— 

3?or a claim of Rs. 100 or iiart thereof. Rs. 2. 

. hotweon Rs. 100 and Rs. 200... .2 per cent. 

.. „ over Rs. 200.Rs. 4 for the first Rs. 200 

and 1 per cent, for every 
Rs. 100 in excess. 

A flat rate of annas eight in each case for clerical 
expenses and other incidental charges is allowed. 

When awards are executed through the Revenue 
Department, provision is also made for payment to the 
village officers at a rate of one per cent, of the recoveries 
actually made by them. 

^ If the arbitrator moves the court to issue process, the 
court shall thereupon issue process in the same manner as it 
Would issue in suits tried before it. A court may also issue 
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commission for the examination of any T\’itnesses in the 
same manner as it would in*a trial before itself.^ 

4. The Registrar or arbitrator shall hear the evidence 
of the parties and witnesses who attend, and, upon that 
evidence and after consideration of any documentary 
evidence produced by either side, a decision or aw’ard 
shall be given in accordance Avith justice, equity and good 
conscience, and shall be reduced to writing. In the absence 
of any party duly summoned to attend, the dispute may 
be decided against him in default. AVhen three arbitra¬ 
tors are appointed, the opinion of the majority shall 
prevail. 

Note :—The arbitrator must not make his award without 
hearing all the evidence; both sides must be heard in the 
presence of each other (except in c.r parte proceedings). The 
arbitrator should be careful not to examine a party or 
Avitness except in the presence of the opposite party.- The 
arbitrator should give notice, that, in the absence of cither 
party on the date and at the place fixed, he will proceed cx 
parte. He may so proceed AA*hcrc one of the parties keeps 
back his cAndcncc to delay the reference, or wnll not attend 
Avlien called upon, Avith a A*iew to defeat the reference. If 
upon notice given by the arbitrator, a party does not appear, 
the arbitrator may proceed cx parte. But if he proceeds 
cx parte witliout sitflicicnt cause, or without giving the party 
absenting himself clear notice of his intention so to proceed, 
the award may be avoided.^ 

The award implies an adjudication or decision by the 
arbitrator upon the matter submitted to him. It need 
not be a reasoned judicial decision and it need not contain 
reasons for the decision.^ 

Bombay requires the Registrar or his nominee to 
record a brief note of the eA'idence of the parties and 
witnesses wlio attend. 

o. Any person duly summoned by the Registrar or 
arbitrator to appear before him or to produce any document 
and failing to do so shall be liable to the penalties prescribed 
in paragraph 7 (2) of the second schedule of the Code oi 
Civil Procedure. 1908. 

1 D. 0. Banerji, Treatise on tlic LaAV of Arbitration in Indin, p. 193, 
ollowing 7 Bom. L. R., 500—1905. 

s Ibid., p. 220, c/. CG P. R., 1907. 

” Ibid., p. 105. 

* Ibid., p. 223. 
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Note :—^This runs as follows : Persons not attending 
in accordance with, such process or making any other default 
or refusing to give their evidence, or guilty of any contempt 
to the arbitrator or umpire during the investigation of the 
matters referred, shall be subject to the like disadvantages, 
penalties and punishments by order of the court on the 
representation of the arbitrator or umpire, as they would 
incur for the like ofiences in suits tried before the court. 

6. Any party aggrieved by an award of an arbitrator 
may appeal to the Begistrar, in person or by agent, within 
one month of the date of the award. 

Note :—Some provinces provide for an appeal against 
the decision of the Begistrar. Madras is advised that no 
rule providing for appeals against arbitrators’ decisions or 
awards could legally be framed under this Act. Bombay 
provides for appeals from arbitrators’ awards to the Begistrar 
in its new Act (section 56). Burma did not adopt this. The 
Madras Committee recommended that the Begistrar should 
have power, either on his own motion or on the application 
of any party interested, to revise an award, or an order of 
an arbitrator, in order to rectify obvious errors resulting in 
injustice or hardship and this has been incorporated in the 
new Act, section 61 (6). 

Arbitrators are final judges, not only of all matters 
of fact, but also of all matters of law, which arise in the 
course of the proceedings before them, or which are involved 
in the decision of the subject-matter of the reference.^ If 
an award is regular on the face of it, the court will presume, 
u^ess the contrary be proved that everything has been 
rightly and duly performed.^ The arbitrator cannot be 
esamined as a witness as to the grounds of his decision; 
he cannot be examined in respect to those matters which 
influenced or induced him in arriving at certain decisions; 
but he may be examined as to matters that passed before 
him, which would be an admission of parties, and which 
would assist the court in coming to a right conclusion. He 
may be called to prove his own mistake or misconduct.^ 

7. An arbitrator’s award, if no appeal has been made 
wthin a month, or a decision of a Begistrar originally or in 
appeal, shall not, as between the parties to the dispute, be 
liable to be called in question in any civil or revenue court. 


^ Banerji, pp. 207-20S. 
= Ibid., p. 242, 

■ Ibid., pp. 162, 164. 
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and shall be in all respects final and conclusive, except on 
pi oof of the receipt of a corrupt gratification b> the arbitrator 
yofe —“on proof,” not on the allegation 
In a Bombay ease (quoted in Bombay Co operative 
Quarterly, Hlarch 1923) after an arbitrator had been 
appointed, during his enquiry, the member defaulting died , 
the arbitrator brought on record the heirs of the deceased 
member, and gave an auard against them The Appellate 
Court held that the aivard was vahd and the procedure of 
the arbitrator perfectly legal The executing court had no 
power to quesition the validity of the award it was asked 
to execute 

8 A decision or award shall, on application to any 
ci\ il court having jurisdiction m the area in which the societi 
operates, be enforced m the same manner as a decree of such 
court 

Note —This rule has now been adopted in most 
provinces, it is a defence of the principle of arbitration 
against the rulings of appellate courts which, together, 
render the whole matter in dispute liable to be called in 
question on appeal Experience shows that if anv loophole 
is allowed, the intention of piesenting these societies from 
being dragged into court will be frustrated If the other 
party denies that any aw aid has been gl^en, the award will 
have to be proved But it is usually sufiicient to call upon 
the party to admit the award (Ci\il Procedure Code, First 
Schedule, Order XIT, rule 2) The well known reluctance 
of Committees to take out execution pioceedings has been 
met in Bombay by a rule empowering the Kcgistiar to 
authonse certain of his officers to call for and send arbitiation 
orders for execution 

Madras has a nile — 

The decree or award shall he enforced in cither of these 
ways — (a) on a requisition to the Collcctoi of the Bistiict 
made hy the Etgistrar of Co operative Societies all sums 
recoverable under the decision or awaid shall be lecovered 
m the same manner as arrears of land revenue, 

(&) on application to the Civil Court as s 

lecree of such court 

ollowjiL^’*e-Merwara adopted this in 1922 and the United 
» I6id , phas now (1927) the same rule In Madras 
* Ibid , p *• ” includes village courts constituted undei the 
< Ibtd, p Sre Courts Act 
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Tlie Bolnba^ Vet embodies the principle of the Madras 
lule in *!ei.tion 59 the order or award maj be e^cccuted by niy 
end court or accoiding to the law and under the rules for 
the r'>co% er} of arrears of land re\ enue 4 Co operative 
Socictj adopted the «!econd course and the collector ordered 
the detention of the defaulting member in civil pri<!on The 
latter filed a petition for insohencv and was held piotecttd 
from imprisonment The Jtiduial rommi<!sioner of Sind 
(84 of 1929) held that debts due to Co optratn e Societies 
stand on no better footing than ordinarv debts and can onlj 
be paid pro rata with other seemed debts It would bo 
an improper exercise of discretion to refuse to grant interim 
protection to a debtor against arrest or detention for a debt 
due to the socict'S and to permit his being detained m 
prison and at the same time to tal c possession of his 
property for lateablc distribution amongst his creditors 
merely and solelj because the 60 Clet^ Ins chosen the alter 
native remedj of enforcing the claim b> appioaching the 
collector 

Colkctioii as an arrear of land revenue may mvolv e the 
use of village officers vo Bombaj gives the Registrar power 
to ordci the expen'ses of such rccoveiy to be paid ou^ of the 
funds of the societj oi bj the party oi parties m dVajiilt 
This practice of executing decrees through the Rev enue staff 
IS said to be throwing a large addition of extra woik on to 
the establishment in Bombaj In the Cential Provinces 
the Registrar seems to mal e sparing use of tl is pow er and 
I'saues about one hundred or less certificates a vcai In 
the Umted Prov inces the Registrar (1930) coniplamcd that 
the fact that tchsildars armed with powers of arrest and 
attachment collected only 6 pei cent of the dues shows 
the amount of interest taken by them in the w orl 

The Punjab High Court held (2nd Vppeal Iso 69o of 
1923 decision dated 17th Kovembei 1924) that where 
oie award was not executed and later a second icference 
to arbitration was made and a second award was given 
the court was bound under tlis lule to enforce the award 
and could not go behind it It could not entertain the plea 
that the award was invalid owing to the previous one It 
is to be noted that the Registrar hunself has no power to 
execute his own award and consequently it is not nocesoary 
to submit a certificate of non satisfaction with the appli 
cation for execution 

9 In proceedings before the Registrar or an arbitrator 
no party shall be represented by a legal practitioner 
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Where 

awarder 

matter 

referred to 

arbitration 

ma} be 

remitted 


Grounds 
for setltaff 
aside 
award 


Note —^In England, arbitrators may decline to hear 
counsel Some provmccs do not exclude legal practitioners 
from appearing m an appeal before tbe Kegistrar This 
rule does not exclude legal practitioners from being consulted 
before reference, or from appearing in execution proceedings 
It IS worth noting that, under the English practice, 
where no decision is made m a dispute within fortv days 
after the aggrieved person has made application for the 
matter to be dealt with under the rules of the society, such 
person may apply to the county court to determine the 
dispute 1 

The following paragraphs of the Second Schedule of 
the Cml Procedure Code (1908) aie reproduced here for 
reference — 

“ 14 The Court may remit the auard or anj matter 
referred to arbitration to tbe re consideration of the same 
arbitrator or umpire, upon such terms as it thinks fit— 

(a) where the anard has left undetermined anj of 

the matters referred to arbitration, or where it 
determines anv matter not referred to arbitra¬ 
tion unless such mnttei can be separated 
without affecting the determination of the 
matters referred, 

(6) where the award is so indefinite as to be incapable 
of execution, 

(c) where an objection to tbe legality of the award 
is apparent upon the fate of it 
“ 15 (1) An award lemitted under paragraph 14 

becomes void on failure of the aibitrator or umpire to 
reconsider it But no award shall be set aside except on 
one of the following grounds, namely — 

(fl) corruption or misconduct of the aibitrator or 
umpire, 

(b) either party baaing been guilty of fraudulent 

concealment of any matter which he ought 
to have disclosed, or of wilfulh misleading 
or deceiving the arbitrator or umpire, 

(c) the award having been made after the issue 

of an order by the Court superseding the 
arbitration and proceeding with the 
after the expiration of the peiiod allowed by 
the Court or being otherwise inaalid 


^ See Co operative Umoa’sIndaatmIoudProTidentSocietiesAot,p 
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(2) "Where an award becomes void or is set aside 
under clause (1), the Court shall make an order superseding 
the arbitration and in such case shall proceed with the suit. 

“Arbitration without the intervention of a court. 

“ 20 (1) Where any matter has been referred to FiUnc 
arbitration without the intervention of a Court, and an 
award has been made thereon, any person interested in the ^lerred to 
award may apply to any Court having jurisdiction over the 
subject-matter of the award that the award be filed in mteiwention 
Court. oi Court. 

“ (2) The application shall be in writing and shall be 
numbered and registered as a suit between the applicant 
as plaintiff and the other paHies as defendants. 

“ (3) The Court shall direct notice to be given to the 
parties to the arbitration, other than the applicant, requiring 
them to show cause, witliin a time specified, why the award 
should not be filed. 

■“ 21. (1) A^Tiere the Court is satisfied that the matter Filing and 
has been referred to arbitration and that an award has been enforce- 
made therein and where no ground such as is mentioned 
or referred to in paramaph 14 or 15 is proved, the Court award, 
shall order the award to be filed and shall proceed to 
pronounce judgment according to the award. 

“ (2) Upon the judgement so pronounced a decree 
shall follow, and no appeal shall lie from such decree except 
in so far as the decree is in excess or not in accordance with 
the award.” • 

(m) provide for the withdrawal and expul¬ 
sion of members and for the payments, 
if any, to be made to members who 
with^aw or are expelled and for the 
liabilities of past members; 

Burma has altered the latter part to run: provide for 
the mode in which the value of the share or interest shall 
be ascertained. Madras adds:—or the estates of deceased 
members. 

Withdrawal.—The right of withdrawal is characteristic 
of Co-operative Societies. Its importance varies with the 
liability. In societies of unlimited liability, a member 
must be able to withdraw before any liability is incurred 
to which he objects. He is only liable for the debts as they ‘ 
exist at the time he ceases to be a member (sec. 23), and 

c, esA 16 
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therefore it is of little use allowing him to retire after so many 
months’ notice. The right to withdraw is thus a very 
valuable check on carelessness or rashness, but at the same 
time precautions must be taken to prevent such a wholesale 
withdrawal of members as would leave the creditors of 
the society without adequate security. These precautions 
must be set out in the by-laws and once so set out, they 
cannot be altered without an alteration of the by-lav s which 
requires the approval of the Eegistrar. A resolution of 
a general meeting is, of itself, insufficient. When a man 
joins a society he should know how he can get out of it. 
Compulsory retention of membership destroys mutual 
confidence.^ In Germany a member has the right to 
withdraw, he must give three months’ notice and the 
withdrawal takes effect at the end of the business 3 ’ear. If 
he ceases to reside within the society’s area [sec. 6 ( 1 ) (o)] 
both sides maj' insist on withdrawal. The share-value is 
paid to him but he has no claim on the reserve or other 
assets and may be made to pay up his share of any deficit; 
his legal claim to share-capital lapses in two years; if the 
society is dissolved within six months the withdrawal is 
null and void. 

It-has been held that withdrawal here relates only to a 
direct voluntary withdrawal and not to a cessation of 
membership as a result of disqualification under the 
Act. 

Payment on withdratval .—^As societies with withdrawable 
share-capital and limited liability should not carry on the 
business of banking, these societies should not repay the 
.share-value but should leave the retiring member to transfer 
to a member. This does not apply with the same force to 
unlimited liability societies. Mr. NVolff says withdrawable 
shares encourage people to come in but he would insist on 
a fair notice and make withdrawal permis.sible only at the 
end of the financial year. Section 19 (1) of the Industrial 
and Provident Societies Act is clear: " No registered society 
which has any withdrawable share-capital shall carry on the 
business of banking.” 

' Gf. Co-operation in li'inland. p. 70. The law allows Co-operative 
Societies to bind the members by their rulc'i to remain in the society for a 
term not exceeding two years. In Belgium and Italy also a society has 
power to impose membership either for a given number of years or the 
period of the society's oxistonoo. But the general rule is to allow retirement. 
Membership in a Co-operative Society is a voluntary 1)ond vbieli can be 
Severed at -will (c/. Fay, Co-operation at Homo and Abroad, 2nd Edn., 
p. 367-8). 
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Expulsion .—^The principle of careful selection of mem¬ 
bers carries with it the right to expel in order that any^ one 
deteriorating in conduct or character and thereby prejudicing 
the society ma}' be got rid of. 

The by-laws should provide that:— 

A member may be expelled— 

(j) if he fails to fulfil his obligations in the matter 
of dues. (The Schiilzc-Delitzsch model rules 
allow only three months’ arrears, Kaiffeisen 
rules allow six months. The Burma Com¬ 
mittee recommended that whenever it becomes 
necessary to proceed against a member for 
default, he should normally be expelled unless 
he at once makes full repa 3 Tneiit); 

(if) if he becomes a member of another similar 
society and refuses to withdraw; this is very 
necessary iii the case of societies for production 
and sale. In accordance with the policy of 
publicity, each member has the right to inspect 
the books of the society and may give away 
information to a rival society of which he is 
also a member^; 

(nt) if it be found necessary to proceed against him 
for debt; 

{iv) if he becomes bankrupt; 

(u) if he engages in acts contrary to the principles 
of the society; 

{vi) if he becomes insane (and so incapable of incurring 
legal liability); 

Italy adds:— 

{vii) if he be convicted by a criminal court (especially 
of bribery, forgery, theft, or fraud); 

[viii) if he shall have committed an act considered 
dishonourable by the Managing Committee. 

Distributive societies usually reserve the right to expel 
any member who ceases to deal with them or whose purchases 
fall below a fixed minimum.^ 


^ Powell, pp. 43, 44; Hetrick, p. 277. 

® The Now York State law’ on Co-operative, Agricultural, Daiiy and 
Horticultural Societies enacts that any such association may admit as 
members, persons engaged m agriculture, dairying or thorticulture. Any 
person shall forfeit his lucmberslup upon proof being made to the association 
that he has ceased to be engaged in agriculture, dairying or horticulture. 
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If a member of an unlimited liabibty society joins 
another one and so pledges his liabihty twice over, he ought 
to be e-vpelled 

Bombay has a clear rule where a person has become a 
member of two such societies, either or both of the societies 
shall be bound to remove him fiom membership upon a 
requisition from the Registrar to that effect 

A bankrupt must cease to be a member if the holdmg 
of a share is a condition of membership, for all his property 
becomes vested in the assignee 

The following rules are usually prescribed for societies 
with unlimited liability 

(1) A member may, provided he is not m debt to his 

society or is not surety for an unpaid debt, 
withdraw from the society after giving one 
month’s notice to the Secretary ^ 

(2) A member who ceases to be qualified under the 

by-laws may (or shall) be removed by the 
Committee 

(3) A member may be removed or evpelled from 

the society in accordance with such procedure 
and for such causes as are prescribed by the 
by-laws and not otherwise 

(4) A ’member withdrawing, removed or expelled 

from the society shall he entitled after the 
period prescribed by section 23 to repayment, 
•without interest, of any money paid by him 
or his predecessor in mterest towards the 
purchase of a share or shares 

This last rule cannot be applied to societies with limited 
hability, as, in these, the share money is ordinarily not 
withdrawable, so long as the society owes money to creditors 
In hmited liability societies the right to withdrawal is 
not important, especially where the shares are fully 
paid-up. 


1 In a society of unhiuited liabihtj, a member should bo allowed to 
mtbdraw at once before o resolution, inournnc a babibtj to wbicn ne 
objects, IS ptt'ised But as tins migbt permit of a sudden collapse ot a 
society -with outside liabilities, a penod has been prescnled in •anwn 
arrangement conldjibe made for liquidation or for meeting tnese 
liabilities 
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(n) provide for tlie mode in vrliicli the value 
of a deceased member’s interest shall 
be ascertained, and for the nomination 
of a person to -yrhom such interest may 
be paid or transferred; 

See notes to section 22. 

Deceased memher's interest. —Some Provinces have the 
following rule:— 

The sum representing the share or interest of a deceased 
member in the capital of a society with unlimited liability 
shall, for the purposes of section 22, sub-section (1), be the 
amount actually paid up towards the value of the share or 
shares held by him (and Burmah adds) : unless the by-laws 
provide for calculation thereof otherwise. This rule makes 
no allowance for losses. In Germany the value is calculated 
after examination of the annual balance-sheet, and this 
is clearly the best method. The Friendly Societies Act - 
limits the value of the share so devised to one hundred 
pounds. 

Nomination.— Provinces have made similar rules 
providing that:— 

(1) a member may (or shall) nominate a person (and 

only one) to whom under section 22 his share 

or interest shall be transferred ; 

(Note. —^The Indian Act follows the Friendly Societies Act and allows 
only one person to be nominated. The Industrial and Provident Societies 
Act allows more than one because the objects of many societies is to provide 
provident funds for widows and chQdren. The Bombay Acts allows more 
than one nominee but Madras adheres to one only.) 

(2) a member may revoke or vary such nomination 

by writing; 

{Note. —He must do this daring his life-rime, he cannot revoke it in 
his will.) 

(3) the nomination must be registered in the books 

of the society kept for the purpose ; 

(4) the member must report the death of his nominee ; 

to these Madras, Bengal, Punjab, etc., add : 

(5) the nominee may become a member only if 

admitted by the Managing Committee. 

The rules are taken from the Friendly Societies Act 
(sec. 56) which adds that the nominee must not be an officer- 
or servant of the society unless he is related within a specified 
degree to the nominator. 
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A minor member cannot legolly appoint a nominee. 

In England, the marriage of a member operates as 
a revocation of any nomination previously made by a 
member. 

It is to be noted that where the rules provide a method 
of revocation of the nomination, a nomination is not revocable 
in any other way than that prescribed, e.g., by the subsequent 
will of the nominator. The rules bestow no power of bequest 
or of appointing an heir but merely enable a society to dispose 
of a deceased member’s interest without litigation. The 
society is bound to follow the nominator’s expressed wish; 
it must never become a party to any famity arrangements 
in regard to division of the property. It must pay to the 
person nominated or to “ such person as may appear to be 
the heir or legal representative ” and leave him to fall in with 
any private arrangement. In England a society which, on 
receiving satisfactory proof of the death of a member, fails 
to pay the amount due to the nominee, commits an ofience. 

The Act should confer upon societies similar powers 
to deal vdth the interest of members who become insane. 

(o) prescribe the payments to be made and 
tbe conditions to be complied with 
by members applying for loans, the 
period for which loans may be made, 
and the amount which may be lent, to 
an individual member; 

In Germany the assent of the Board of Supennsion 
is necessary to any loan granted to a member of the Com¬ 
mittee, in Oregon, U. S. A., it is prohibited by law and 
generally there is a rule prohibiting such loans entirely 
during the term of office. They arc also not allowed to be 
accepted as sureties. Mr. Wolfi says : “ Whenever a bank 
has suffered serious loss—^in Germany at any rate—the cause 
has generally been that one or other of the Committee has 
been trusted with excessive credit, and hence the need of a 
Board of Supervision.” The same trouble occurs in India 
and the Committee on Co-operation suggested the fixing of 
a maximiun loan for each member in order to remove it.^ 


><7/. Madras Annual Beport, 1916-10,• ‘The natural tendency 
of punchayetdara to appropriate tbe major portion of loans for tnenisel^je 
and their dependents and friends is repressed by by-laws leqmrnig the 
sanction of the general body of members to such loans; white anotner 
by-law, now being generally adopted, disqualifies a Mncheyctdat tor 
office if he has defaulted an respect of his own loan tor three months. 
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■ But a sub-committee of tbe Sixth Burma Conference 
decided that “ no special restrictions as regards the issue 
of loans to chairmen are required.” This may be regarded 
as the general opinion where teaching has been adequate. 

Order of preference. — A. Burma Conference put the 
order of precedence thus: cattle, debts, annual expenses 
of cultivation or living, redemption of land, purchase of 
land. The same Province had a by-law that no member 
should receive a new loan, if there are applications pending 
from members who have received no loan. 

Short term loans (for six months or a year) should 
generally be given preference over those for a longer term ; 
the Italian popular banks ^ve preference to loans for the 
smallest amounts. The object must be to make the best 
use of the money available. If one member has a large loan 
for a long period of, say, three years, the other members are 
prevented from using that money. Mr. Wolff does not 
favour a hard and fast preference for the small loan and would 
pay more regard to the character and purpose of the loan 
than to its size. 

A banker requires to know the amount of the advance 
desired, the purpose for which it is granted, the length of 
time for which it is required and the security, if any, which 
is to be given for it. These points may be discussed in 
order. 

Amount which may be lent .—^Under the Friendly Socie¬ 
ties Act it is prescribed that a society shall not make any 
loan to a member on personal security beyond the amount 
fixed by the rules, or make any loan which, together ■with 
any money owing by a member to the societj', exceeds fifty 
pounds (Rs. 750). In German rural societies 78 per cent, 
of the loans do not exceed £50. The maximum should be 
fixed moderately low as the main security is personal security 
and experience shows that there is a low limit to the loans 
which can reasonably be advanced on this security. At 
the same time, the desirability of restricting loans to what is 
actually necessary should not be strained into the advocacy 
of lending less than is necessary. In Roumania the maxim'um 
is £40. In Bombay the by-laws fixed Rs. 500 while in 
Burma at one time Rs. 200 was the limit. In Madras the 
by-laws prescribe the maximum ; the Ninth Bengal Provin¬ 
cial Conference decided that primary societies should not 
advance loans exceeding Rs. 250, without the previous 
consent of the Central Bank and this has now been made a 
rule. The Fourth Departmental Mysore Conference (1917) 
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decided that the masimTun loan to individual members be 
fixed at Rs. 1,000, in or^nary cases and at Rs, 2,000 in 
special cases. The Russian small credit society fixes the 
maximum at Rs. 500 (approximate) for ordinary loans 
and at Rs. 1,000 for loans secured by mortgage on grain. 

Throughout all forms of banking it is the big accounts 
that constitute danger; many bank failures have been 
due to the facilities granted to a few favoured accounts, 
and most bankers set their face resolutely against big loans. 
In India the question is complicated by the scarcity of Land 
Slortgage Banks or even any widespread banking system. 
The Village Credit Societies arc therefore called upon to 
advance loans for purposes that in other countries are regarded 
as outside the proper sphere of their operations and for 
amounts that elsewhere would be considered unwise. In 
rural areas there is no sound system of credit; one is being 
slowly built up and in the course of construction existing 
conditions have to be considered. .. 

The limit to be fixed depends on the purpose in view. 
If, for instance, loans to cultivators are to be restricted to 
what is needed for agricultural purposes, the maximum 
will not be high. Experience is all against the attempt to 
pay oAl all the debts of a member on admission. In relieving 
debt without any corresponding efiort on the part of the 
debtor, there is real danger of weakening his strength of 
character. It is best to pay off part of the debt at a time 
(para. 37).^ 

The Sixth Conference (1912) considered that it would 
be a good thing to encourage societies to fix an annual limit 
for themselves and this is now generally done. In most 
provinces there is a register showing the property of its 
members and its value and, in some cases, the maximum 
loan is a fixed fraction of this value. This is dangerous; the 
Madras Committee pointed out that loans granted by societies 
to members must be based upon, the capacity of members 
to repay (i) out of the proceeds of their crops in the case of 
short term loans, and (m) out of their savings in the case of 
long term loans. The Burma Committee were more definite: 
the amount of every loan should be limited by (i) actual 
requirements, and [ii) by the existence of a clear method 
of recovery from pa r nings within the time prescribed. The 
Seventh Conference (1913) resolved that it was premature 

^ The Amoricivn Federal FarjaLoaiv Aot allows loans for the liquidation 
cl existing indebtedness. 
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to lay down tlie principle tliat m limited liability share 
societies the size of loans sbordd be proportionate to the 
share capital paid up by borrowers ^ The Committee on 
Co operation considered that the necessity for fixmg the 
limits up to which individual members should receive 
normal credit is due largely to the fact that in the absence 
of such a standard there is a temptation for the members 
of a Committee to sanction larger loans for themselves 
and their friends than is equitable The annual general 
meetmg now generally fixes the maximum normal credit 
for each member for the followmg year This lunit the 
Committee is forbidden to exceed on its own authority 
The Foreign Experts of the Banking Enqmrv Committee 
were of opimon that fixing credits for each member should 
not be a matter for the general meeting but for the Managing 
Committee m consultation with a special Supervismg Board 
The general meetmg should fix the maximum credit limit for 
members in general and should sanction credits for members 
of the Managing Committee and Supervismg Board Cases 
m which additional sums are requited (e g to discharge old 
debt or to release land from mortgage) have to be referred 
to the general meeting A member is not of course entitled 
as of right to obtam the full amount fixed The object has 
to be considered and approved and the paramount con 
sideration must always be the certainty of repayment 

The original Punjab by laws provided that no member 
should be given a loan greater than one tenth of the total 
working capital In Hungary the loan to any member 
must not exceed 15 per cent of the whole of the society s 
capital 2 

The 'purpose or object of the loan —This controversial 
subject requires somewhat lengthy treatment The mam 
guiding principle is very simple the extent to which it may 
in practice be departed from is the reverse of simple It 
must be assumed that every loan will be repaid by the 
borrower This repayment must be made from his income 

^ In Trench credit socict es no bunt has been prescribed by law as to 
the s re or length of the short term loans In some of the societies the 
size 18 proportioned to the sums paid np by the borroiting member on his 
shares and may not exceed 10 lo or 20 times that amount in others the 
maximum is fixed between Ks 600 and Rs 1 200 (approximate) but in 
everv case the credit rests upon the character of the borrower and no 
person no matter how well to do can get a loan unless his reputation for 
industry and honesty is good X le loans generally run for three mouths 
with r ght to oi e two or three rene i als HerricI p 340 

Alonographs cf Hernck p 3“ 
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or from his capital It •will cause him loss unless the ex¬ 
penditure of the loan has yielded a return bigger - hVifl-n the 
loan itself But the society exists not to cause loss but to 
increase gams, so that imless a loan is going to save the 
borrower somethmg more than he -will have to repay, it will 
not only cause him loss but it will con'travene the objects 
for which the society was started If the return from the 
expenditure of the loan covers prmcipal, interest, and a 
little profit, the loan is productive But as few cultivators 
keep accurate accounts, it is almost impossible to say 
confidently how far additional expendi'ture wiU bring in 
additional profit Thus the importance of proper enquiry 
into the object of the loan cannot be too stronglv insisted on 
No banker lends money m the dark and even the village 
sahukar notes the object of the loan in his books The Act 
itself says nothmg about the object The resolution recited 
that Government has deliberately refrained from placing 
any restrictions on the object for which loans are granted * 
It would be suicidal for societies to place any absolute 
prohibition on the grant of loans for unproductive purposes 
The society occupies the place previously held by the money¬ 
lender, and it must give loans for all purposes for which loans 
are essential, includmg anv social expenditure required by 
the public opimon and if it failed to do this it would only 
encourage its members to resort to money-lenders The 
Government of India, however, did not mean by this that 
loans should be given when thev were not necessary Loans 
must not be made where no profit or saving can be shown 
If a member must? have money (e g , for his marriage), he 
may have it from the society The Committee of 1901 
proposed to restrict loans for marnages and domestic 
occurrences to members who had had deposit accounts with 
the society for the past three years and to an amount not 
exceeding 30 per cent of the annual average of this deposit 
account for the previous three years The Famme Com¬ 
mission, as "n e have seen con'templated loans for reproduc'tive 
purposes onlv bemg taken from the society and loans for 
marriages, etc, from the MUagemoney-lender Experience 
has gradually taught co operators that loans cannot be 


1 The Government of India rejected the proposal to insert that no 
loans should be permitted except for productive expenditure mainly 
on the ground that whatever restiictions might be imposed hi ww « 
would be impossible to enforce them while their mere existence would 
encourage evasion and deceit (Sn D Ibbetson ff Ray, p -71/ 

• But, as Air 'Wolff savs — necessity alone will not jiistifj loans 
it there no certain prospect of recovery 
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refused for all non-pioductive purposes, as owing to custom 
and sentiment some non productive expenditure must be 
accepted as necessary But the purpose of the loan should 
invariably be noted and should be approved b'v the Committee, 
and there should be effective supervision to ensure that the 
sum borrowed is expended on the purpose approved The 
Committee on Co operation endorsed this and even stated 
that loans foi unproductive purposes were in some cases not 
only permissible but advisable They added, howe^ er, 
that precaution should be taken by societies to see that the 
expenditure was ineaitable and that it was not excessive 
in amount (para 62) The general rule remains the same 
Loans must ordinarily be foi productive purposes only, and 
any departure from this must be made with great care and 
it must be realised that such a departure is an exceptional 
and not an ordinary proceedmg Loans for unproductive 
purposes are permitted as a concession to customs which 
cannot be eradicated They must ever be a danger to the 
societies and a source of weakness to the members The 
first rule is that loans to members shall only be made on the 
condition that the purpose for which money is borrowed is 
such that there is a sufficient prospect of the loan repaving 
itself by the production, busmess, or economy w hich it will 
enable the borrower to effect Mr Wolff would strictly 
adhere to the rule of loans for productive purpose'? only so 
that the employment becomes a pledge for its own value 
The loan should repay itself out of its own proceeds Sir 
Horace Plunkett expresses the intention clearly when he says 
that once a commumty has learned the difference between 
borrow ing to spend and borrowing to make money, it is on the 
road to prosperity It has been argued by an Italian w liter 
that the restriction of loans to agricultural objects preverts 
the development of credit, and implies that the loan is 
given not to the member but to such and such an agricultural 
operation The personal factor is thus diminished He 
thinks that as members are habitually engaged in agriculture, 
it mav be assumed that they would devote the loan to their 
land Unfortunately, in India at least, the cultivators have 
not yet realised the full advantage of putting capital into the 
land, and loans for purposes other than agricultural must be 
granted sparsely and under close supervision This is not 
confined to Co operative Societies Bankers will advance 
money to finance transactions directly connected with the 
borrower’s business but insist on very full particulars when 
money is required for other purposes The banker must 
know what is to be done with the loan as he wishes to be 
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assured that its expenditure will strengthen and not weaken 
the position of the borrower. It is no argument in favour of 
unproductive loans to say that they are fully secured. 
Sureties may be quite good but they do not expect to be 
called upon to repay and they resent any effort to recover 
from them. The success of Co-operative Societies and the' 
co^dence they can attract from outside depends upon the 
ability and desire of the m^nbers to put the borrowed monev 
to productive uses and to repay the loan out of the profits 
made thereby. Each loan should mean so mu^ earning 
capacity, so much producing power for the individual 
borrower (cjf. Committee’s Report, para. 2). 

In ^ allowing loans for unproductive purposes, everj' 
precaution must be taken to see that the purpose is necessary, 
that the expenditure is not excessive and that the loan is 
applied to it. Supervision is far more necessary in these 
cases than when the loan is for a productive purpose. Un¬ 
fortunately the object in India is frequently falsely stated 
and the United Provinces Conference thought it was 
practically impossible to check such untruthful statements 
effectually. There must be in the bond a provision for 
recalling the loan within one month or immemately if not 
properly applied and at inspections the strictest enquiry 
into the proper use of loans must be made (cf. Committee’s 
Report, para. 63).^ The Poona Conference (1916) adopted 
the useM suggestion that the credit of individual members 
should he assessed under two heads: current agricultural 
expenses and other purposes. For the former wi'dividtial cask 
credits might be opened. The Committee on Co-operation 
considered (para. 73) that when societies are firmly established 
on correct principles there is no better way of meeting the ‘ 
needs of members. Mr. Wolff insists that cash credits must 
not be used so as to dispense with the necessity of securing 
approval of the object of the loan; for current agricultural 
esxpenses it is the best method to employ. The Raiffeisen 
model rules dealing with cash credits specifically enjoin 
supervision over the due mnploymeut of loans so obtained. 
In Russia credit societies allow loans for a purpose not 
stated for very short periods and for sums not exceeding 
one-tenth of the sums usually granted. 


Ill Portugal the purpose of tiio loan must be stated in the application, 
and if the borrower uses it in any other way he must be expelled ana can 
never become a member of another agricultural mutual ^dit banK, Dcsiue 
being liable to criminal prosecution and a fine of from Rs. lii toits, i,ow. 
Herrick, p. 424. 



s. 43.] 


237 


In conclusion it may be stated that the primary object 
of credit societies is to supply the cultivator with working 
capital; ordinarily they should grant loans for none but 
productive purposes; they strive to promote the economic 
interests of their members and they seek to do this by 
providing money for purposes which will enable the members 
to repay principal and earn a profit. Unfortunately in the 
special conditions of India, it has been decided that loans 
cannot be confined to productive purposes. There are 
necessary expenses which the members must incur and it 
is better that they should borrow from their society rather 
than from the village money-lenders. But expenditure on 
unproductive objects weakens the economic position of 
the members and the societies must exercise a very close 
check on tbis and must constantly be on their guard 
against the danger of granting loans too easily and so 
leading their members into increased indebtedness. The 
Act starts with the assumption (vide preamble) that the 
members will be persons of Imiited means whose position can 
be improved by the provision of capital; their economic 
position cannot be improved by providing them with 
money for tmproductive prirposes unless the expenditure is 
so inevitable that, if the member cannot get a loan from 
the bank, he will be driven to borrow on harder terms 
elsewhere. If a refusal of the loan can be made without 
involving the members in debt to outsiders, it should be 
done. 

The period for which a loan may be granted is determined, 
by two quite distinct factors, one, the period for which the 
society will have deposits or other funds to finance the loan, 
and the other, the time required for the full accomplishment 
of the object of the loan so that it may be repaid from the 
proceeds.! 

If the loan is to be repaid from the additional wealth 
produced by its expenditure, the period must be long enough 
to allow of this additional wealth accruing. It is obviously 
no use advancing a loan for so short a period that the 
borrower cannot repay it from his income. To repay it 
frona his capital would weaken his economic position. 
Agriculture requires funds of three kinds : ^ed capital to be 
sunk permanently or for a long period in the acquisition or 
improv^ent of the land and in the purchase of equipment; 
circulating capital to be used for short periods in growing. 


WolS: Co-operation in Agriculture, p. 262. 
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harvesting and marketing the crops and capital for an 
intermediate period for such objects as bullocks, the more 
expensive machinery and minor improvements, which can 
be repaid in from two to four years. The ordinary business 
of commercial banks is credit transactions for two or three 
months. The Central Pro\inccs and the Madras Com¬ 
mittees laid great stress on the importance of dividing agri¬ 
cultural loans into long and short term loans, and recom¬ 
mended special arrangements for short term loan business. 
The i\Iadras Committee distinguished these into crop 
loans repayable in whole out of the next harvest, and others 
repayable in instalments over a period of years out of the 
annual savings of the borrowers and proposed separation 
of accounts—separate promissory notes, separate ledgers and 
separate figures in the balance-sheets. The Burma Com¬ 
mittee found this elaboration in vogue with the result that 
no one knew what a member owed and the separate ledgers 
provided unlimited opportunity for fictitious accounting; a 
short term loan if not repaid was transferred to another 
ledger and shown as fully repaid in the original one and so 
on. They accordingly recommended simplicity of accounts. 
The Indian Central Banldng Enquiry Committee notes that 
all the Provincial Committees and almost every competent 
authority on co-operative credit in India, arc agreed that the 
existing primary societies, central banks and provincial banks 

.can supply only the short and intermediate credit. 

The Imperial Ba^ is prohibited from making loans for 
periods longer than six months. The commercial banks 
freely grant extensions where the security is sound so that 
it is difficult to determine what is the real period of their 
loans. The experience derived from liquidation proceeding 
suggests that some commercial banks lock up funds to an 
extent that is undesirable. 

By hanking facilities arc meant those which can be 
proviifed without such a *' lock-up ” as would impair the 
liquidity of funds and deposits at call and short notice. 
Where a business requires funds with a longer currency 
than a few months, it is said to require financial facilities} 
Thus by a short term han^ a commercial banker means one 
for period not exceeding tliiee months. Provided the 
security is good, he will of course fully extend, and it may 
be that a loan may run on for long periods, but ninety days 
is the usual period fixed at each extension. But agriculture 

‘ As defined by the Board of Trade Cominitteo to investigate the 
qaestioa of Financial PnoiUtics for Trade. 
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seldom yields any return under four or five montlis, so that 
six months is almost the minimum period. It, on this 
account, needs a system of its ovrn and beyond all doubt 
the best system ever devised for providing farmers with 
floating capital is the system of co-operative credit.^ The 
existing commercial banking system has, in its leading 
features, been gradually evolved to meet the needs of the 
business and commercial world, not of agriculture nor even 
of industries. In the main, it finances not production but 
distribution. The great majority of farmers cannot look 
forward, as most business and tradesmen do, to having a 
continuous inflow of receipts throughout the year; his returns 
are seasonal. It is the length of the period of production, 
i.e., the length of time usually required before a loan can 
be repaid from the returns obtained by the outlay, that is 
the outstanding feature of the farming industrj’. Nature 
herself has fixed these limits, which the farmer is almost 
powerless to alter; whereas the manufacturer or business¬ 
man can, to a certain extent, shorten at will his periods of 
production or turn over his stock more rapidly so as to fit 
in with his credit requirements.® It is noteworthy that 
Luzatti’s People’s Banks have not been able to render as 
much help to farmers as the latter required or as their 
founders expected of them, for the reason that they do not 
find it convenient to grant loans for the long periods required 
by agriculture or else they obtain more profitable employ¬ 
ment for their funds in the cities.® They lend for a term not 
exceeding six months and allow an extension for four months 
upon punctual repayment of the original loan. To farmers 
longei! terms are allowed subject, however, to a maximum 
of one year. The small credit societies, however, are able to 
discount with the central financing baiflrs the bills drawn by 
them on farmers and allow longer periods: one year for loans 
for cultivation,'harvesting and purchase of seed and manure ; 
two years for loans devoted to buying live-stock and three 
years in the case of loans for the acquisition of machinery.^ 
In Eussia, loans are never granted for longer than a year.® 
In Serbia, the maxunum maturity for loans is two years, 
and this cannot be extended except in case of bad crops. 


Horrick, p. 0. 

® Trisli Report, p. H. 

* Herrick, p. 353. 

* .Agricultural Credit and Co-oper.ition in Italy. 

* Herrick, p. 39S. 
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when a renewal of only six months is permitted ^ In 
Portugal the loans of a bank must not be for longer than one 
year with a renewal for one 5 ear more* 

In Poumania an 4gricultural Loan Office may not 
lend for terms be) ond nine months and the law does not 
provide for any prolongation In India loans under the 
Agriculturists Loans Act ate for short periods of six months 
or one year In the Central Provinces loans under tibis 
4ct are advanced on pro notes which have to he renewed 
ever) year (this enables the Committee to see that the security 
remains good) 

The "Madras Committee on Co operation (1998) found 
that of the amount outstanding with primary societies of all 
kinds on 30fch June 1927 ‘>7 per cent had been advanced 
for one )cat 17 75 per cent bad been advanced for two 
} ears 38 51 per cent had been adv anced for more than two 
years but less than five j ears and that 16 27 ptr cent had 
been advanced for periods exceeding five vears 

Section 23 of this Act hmiting the liability of past 
members to two > cars clearly suggests that in general loan 
transactions should bo completed within this period Liabi 
hty for loans for longer periods might fall solely on the 
staunch members if others withdrew 

The Committee on Co operation advocate by laws 
fixing standard maximum periods os m Burma The 
following may be taken as o suitable scale — 

(i) Loans for unproductive purposes —short periods 

and as 0 rule not exceeding two years 

(ii) Loans for trade or to enable cultivators to secure 

reasonable prices for their produce should be 
strictly limited to three months 
(til) Loans for seed food cultivation expenses or 
cattle fodder —to be repaid after the next 
ensuing harvest 

(lo) Loans for purchase of carts or cattle for hquida 
tion of small debts and for house building — 
to be repaid in two or three years 

(o) Loans for hqmdation of large debts purcl ase or 
redemption of land or expensive improvements 
of land “to be repaid in three or four years 


Herrck p 408 
Ibd p 4’3 
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Practically all provinces now realise tlie importance of 
concentrating on the short term or crop loan; the Burma 
Committee recommended that no long term loans be given 
at all ; a minority wished to limit transactions to crop loans, 
but the majority allowed intermediate loans for cattle, 
although they stressed the need for great care in giving them 
and considered that loans for repayment of old debt, redemp¬ 
tion of land, etc., should not be given until the society’s own 
capital was sufficient to cover such transactions. 

The Managing Committee should have no discretion 
to vary these terms but may have authority in exceptional 
circumstances to sanction an extension up to one year when 
the time for repayment arrives. The society should reserve 
to itself in all cases the right to call in a loan at four weeks’ 
notice, and to call it in immediately when loss is threatened 
through deterioration in assets of either borrower or surety 
(cf. Eaiffeisen Model Articles). It should be ot once recalled 
if it is improperly applied. 

In all cases where the period exceeds one year, repay¬ 
ments should be made by compulsory annual instalments 
and preferably by instalments on each crop. This long 
period, characteristic of agriculturists loans, necessitates 
special care in the taking of deposits. It is noteworthy that 
there is a considerable feeling abroad that Commercial 
Banks do not give credit for periods long enough for all the 
purposes of trade and it was to find a remedy for this that the 
formation of a British Trade Corporation was proposed. 
It would give longer credits than ordinary banks, and in 
consequence would take no deposits at call or short notice 
and could open no current accounts except for the actual 
traders using its facilities. 

The pressure brought on Village Credit Societies in 
India to issue loans for comparatively long terms is in some 
measure due to the absence of other financial facilities. In 
other countries loans are advanced on first mortgage of land 
by special Land Mortgage Banks and by Insurance Societies. 
In America, the average period of loans advanced by the 
latter is five years, whereas the farmers, for the purchase 
and permanent improvement of land, desire loans for periods 
of from 26 to 35 years.^^ 

In Baroda {vide Report for period ending March 1921). 
“ As Co-operative Societies cannot in consequence of the 
limited resources at their disposal, conveniently afiord to 

^ Hnebnor, Agriotxltural Commerce, p. 330. Of. Herrick, p. 7. 

C, OSA 16 
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make long term advances to their members for the liquidation 
of their old debts, Government was graciously pleased to 
sanction one lakh of rupees to be advanced to the Baroda 

Central Co-operative Bank for this special purpose_The 

Bank receives the money from Government at 3^ per cent, 
and lends it to the societies at 5 per cent, while the societies 
in their turn advance the necessary loans to their members 

at 6 per cent.Similarly a sum of Es. 50,000 has 

been sanctioned for the Mehsana District Co-operative 
Bank for redeeming the old debts of the members of the 
Co-operative Societies.” 

Punctuality in repayment is a most important point 
in all business and must be rigidly insisted upon. The 
Committee on Co-operation write that there is no defect 
more prominent or more dangerous in the management of 
Co-operative Societies in India than the exceeding laxity and 

unpunctuality in the repayment of loans.unless 

loans are repaid punctually, Co-operation is both financially 
and educationally an xlluaion, and no exertions are wasted 

which am at ensuring promptitude in this respect.There 

is nothing in our opinion more important to the success 
of the movement than the provision of clear information 
as to the punctuality or unpunctuality with which loans 
are repaid (para. 74). Punctuality should be secured by 
the application of personal pressure rather than by the 
levy of penal interest (para. 76) [no penalty for non-papaent 
can be levied unless this is previously provided for in the 
bond or by-laws], Mr. Wolff urges rigorous insistence on 
prompt repayment. The society’s educational objects 
demand this. The Bank is to make people business-like, to 
teach them to calculate, to make them conscientious. The 
longer are the periods for which the loans are granted, the 
more indispensable is it that the debt should be steadily 
reduced as time goes on. This kind of strictness forms 
a new kind of security. Repajuneuts must, of course, be 
real and must correspond with a real reduction of the 
borrower’s liabilities and not be made by a re-arrangement 
of debts. 

It is incumbent on the society to accept repayment 
of loans in advance of the instalments due, if this can be 
done without involving it in loss. In India, the money¬ 
lender does not like payment in instalments; where security 
is good he often avoids repayment and the, conseq^nt 
necessity of finding a fresh outlet for his money. The 
society must improve on the money-lender but it may happen 
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that, especially in the case of a large loan, an unexpected 
repayment in advance of the due date would result in the 
society having an unwanted balance on which it was probably 
paying interest to the Central Bank. In the case of mortgage 
banks, it is not unusual in such circumstances to charge 
the borrower a sum equal to three or six months’ interest 
in order to cover the expenses of finding a fresh investment 
for the money. 

Reneioals^ are inevitable where owing to weather or 
other conditions, crops are precarious. The Sixth Con¬ 
ference (1912) considered that they might be given but 
only sparingly and when good excuse exists and the security 
remains sufficient. 

It is very important to insist that the question of 
renewal does not rest with the borrower; the consent of 
the sureties must always be obtained to the proposed 
extension of their liability and the final decision must rest 
with the Managing Committee. 

Of the danger of renewals, there is ample warning. 
Hr. Wolfi, for instance, says: There is a distinct danger in 
uncalled for renewals. The concession made is very apt to 
be abused, and from such abuse may spring a bad habit, 

•absolutely fatal to any society.The point is to make 

sure that the case is genuine.^ Another writer says: The 
temptation to connive at renewals arises naturally wherever 
the people entrusted with the management of the society 
have an insufficient appreciation of their responsibilities or 
are not competent to discharge them.® And again : The 
practice of renewals is one of the most insidious evils which 
may be brought about by the complaisance or carelessness 
of the Committee and denotes the beginning of decay.* 
It should not be necessary to point out that renewals form 
the usurer’s favourite means for getting a borrower firmly 
mto his clutches. 


* By a. renewal is meant the re-issuing or extension of n loan beyond 
the period for which it was originally granted, without proof that the 
money will bo applied to any new purpose or that any additional profits 
wll follow from its repayment being withheld. (Rural Reconstruction 
in Ireland, p. 145.) Mr. E. P. Stocker, who has served on three Committees 
on Co-operation, would not ‘ renew ’ a loan hnt would allow the Committee 
to sanction an extension of the period, i.e., he would not re-issne the loan. 

" Co-operation in India, p. 167. But in Co-operative Credit for the 
U. S., p. 15, the same writer points out that owing to the uncertainty of 
tae farmer’s return, an arrangement for frequent renewals is necessary. 

’Rural Reconstruction in Ireland, pp. 145-146. 

’ Smith^Gordon, Co-operation for Farmers, p. HO. 
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The Madras Cominittee iirged that extensions of short 
term loans should only be granted in the case of crop failure: 
ia such case they should be freely sanctioned. The Burma 
Committee were more detailed:—^All precautions as to 
amount and period of loans will avail nothing if renewals 
and extensions are granted too freely and without just cause. 
No renewals should be allowed. The borrower and the 
Committee must be taught that their original decision as to 
instalments is a definite promise and a definite order arrived 
at by mutual agreement, and that any departure from 
these terms should only be sanctioned for thoroughly sound 
reasons. 


The security for the loan should generally be personal. 
Other kinds are subject to restrictions in section 29 (2) (3). 
The Committee on Co-operation follow all previous authorities 
in insisting on sureties for every loan. They write (para. 65) 
that the primary security for all loans is personal; by the' 
provision of securities recovery is facilitated and a finther 
safeguard is obtained against tie grant of excessive loans or 
the misapplication of money borrowed and they consider 
that the provision of securities should be the rule in India. 
Madras, however, still lends to a small extent on simple 
bond. 

The chief security in short term credit is of personal 
character. The promise to pay is backed by the man’s 
reputation for ability and willingness to pay. This is usually 
supported by the indorsement of one or two other men of 
at least equal standing.^- If credit is to be cheap, the 
security must be good.2 It has been said that the strongest 
argument in favour of personal credit Co-operation is the 
educative value of Co-operation. This educative value is 
eiihanced by the system of personal sureties. But it is 
unwise to overburden friends. In the Fourth Burma 
Conference, a sub-committee resolved that persons taking 
loans in excess of B.S. 300 in Upper Burma and Es. 500 in 
Lower Burma should be required to execute registered 
mortgage bonds in favour of the society. In some countries 
the law insists on two sureties being taken for every loan. 


1 American Commission’s Heport. Observations, Part I, p. 15* 

= If we would bnUd for tbe fatnre we must build wisely. In the 
world of finance the comer stone is ever the same—^SMuritj'. 

'basis for cheap credit is the securitv that cannot be questioned. We sht^u 
remember that promptness is the* quickest way to establish a iopnta,Uon 
for seourity. Ml obligations must be met at due date (Sasbatcnewan 
Report, pp. 208-209). 
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The Madras Comioittee found that 49'3 per cent, of the 
loans in primary societies were secured by mortgages and 
48’4 per cent, on personal security. They found a greater 
degree of punctuality in the repayment of surety than of 
mortgage loans. A mortgage backing is desirable in the case 
of most long term loans but the Committee issued a warning 
against the tendency of central banks and primary societies 
to consider loans on mortgages as properly secured, and 
therefore necessitating no attention if overdue. The Burma 
Committee advised societies to shun mortgage security, 
to confine themselves to personal sureties for all loans, and 
to protect themselves by limiting the loans to amounts and 
for periods for which this security is suitable. 

In its commercial business, a joint-stock bank insists on 
seciuity of certain well-defined kinds, but in dealing with 
farmers the peculiar nature of his business is recognised, and 
loans are advanced frequently on personal knowledge of the 
farmer and his business. "Very large sums of money are lent, 
for instance, solely on the security of a statement put in 
showing the extent of the holdings, the stock upon the farms, 
rents and the nature and extent of other obligations. A 
branch manager is judged by bis ability to advise and the 
success of his advice as tested by experience. He has to 
remember that banks must be liberal in lending where loans 
are justifiable, and that they cannot avoid sharing in the 
risks inseparaljle from all busmess enterprise but ability is 
shown in the choice of the risks. At the annual general 
meeting of the Westminster Bank in 1923 it was stated 
that“ 41 per cent, of the farmers who borrowed of us received 
credit on that personal knowledge by our managers of their 
character and business which we are accused of totally 
ignoring ”. The skill of the managers and the great care 
they exercise in selecting suitable cases for loans are reflected 
in the very small losses.^ 

Qualifications of sureties. —^The sureties must not merely 
be solvent, they must be known from their means to be 
good for the amount (Raifieisen rules). Even this is not 
enough, for if security is to be taken it must be adequate ; 
in deciding whether a surety is good the point to be kept in 
view is not the sum which might be squeezed out of him by 
distress and sale but the sum which he could at any time 
pay without serious inconvenience. A safe rule is to accept 
a man as surety for a sum equal to one-tenth part of his 


1 Walter Leaf: Banking (1926), pp. 169-170. 
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property, for the payment of one-tenth will be quite a 
•jitfficient loss for him to bear 

In assessing a man’s value as a surety, his liabilitj to 
the society as a borrower must be deducted The Irish rule 
provides that no member who is in possession of money lent 
to him bj the society shall be accepted as surety for another 
member requiring a loan, unless the Committee a'«'e unani¬ 
mous that it IS safe to do so 

The acceptance of personal sureties is apt to be regarded 
by commercial banks as an element of weakness m co operative 
credit, such banks regard government paper as the most 
acceptable form A very mterestmg comment on this pomt 
is provided in the Heport of the Punjab Banking Inquuj 
Committee (para 159) where it is stated that the loss to 
eleven Central Banks from depreciation of government 
paper is more than the tot-il amount that has had to be 
written off by all central banking institutions m ten years on 
account of their loans to societies 

The rapid fall in the value of wheat and cotton stoied 
in elevators and godowns, on which loans had been advance!, 
IS another instance of the care required m any discussion of 
the relative utility of diffciing forms of security 

Non members aie not desirable sureties The United 
Proiinces Conference held that though ordinarily the 
sureties themselves should be members, non members should 
not be debarred, but the real idea of sureties is that they 
should watch over the utilisation of the loan and so should 
be members The Fourth Conference (1909) endoised 
this view There is risk in accepting non members as these 
are not amenable to the disciphne of the society and cannot 
be dealt with under the arbitration procedure 

With this view Mr Wolff disagrees —^It is not necessary 
as some Indians stipulate, that the surety enhsted should 
be a member of the society It will be quite sufficient to 
know that he is “ good ” If not a member, he will, by his 
liability engaged, by addmg a new outside buttress to the 
fabric of the society, pledging more money for its liabilities ^ 
And again —It is a mistake to suppose that the sureties 
must needs be members of the bank The bank should 
give only to members, it may take from anyone In truth, a 
surety, bemg first approved of course, not being a member of 
the bank, rather tends to strengthen the bank, as buttressing 
it with outside support The one thing needful is that the 


Co operation in India, p 100 
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surety be si^fficient for its purpose and that its willingness to 
serve should be ascertained beyond doubt ^ In actual 
practice, it is more convement to have, as sureties, members 
who have already been selected for honesty and character 
Bonds signed by non-members as sureties are not exempt 
from stamp duty In spite of the great authority against it, 
the best general rule is that sureties must be members ^ 
The Bombav Conference of 1920 recommended that the 
Local Government should issue a rule prohibiting the accep 
tance of non-members as sureties by all Co-operative 
Societies and the Local Government has now done this 
“ provided that the Registrar may, for special reasons, 
exempt any society by name from the operation of this 
It IS pointed out that the acceptance of non-members would 
enable societies to advance loans with greater safety to 
members of joint families, as the other members of the joint 
familv could then be made sureties for the loan advanced 

Mr Darling (Ch I of his Report) writes In Saxony as 
in the Punjab, only members are accepted as sureties, but 
elsewhere in Germany there appears to be no objection to 
the non member surety provided he belongs to the same 
village and is well known 

Loans on trust without sureties are permitted in Italian 
Popular Banks subject to strict conditions The 
person must usually be recommended by two patrons and he 
must have a good reputation for honesty and industry, he 
must be engaged in some busmess or industry and he must 
be able to read and vrite These loans are bmited to about 
sixty rupees , the maximum period is one year and no second 
loan IS granted to a borrower who has not been punctua 
uith his instalments Moreover no second loan is granted 
until two months after repayment of the former one 

Where immoveable property is accepted as secimty, 
the value of the propeity should be twice the sum 1®P- > 
except where the period is short and repayment is y 
frequent (e g , monthly) instalments 

Interest on loans cannot be fixed by Local Governments 
but the Committee thought the rate should be entered in 


^ Co operative Credit for the Ij S , p 63 

•Hema p 390 writing of rural Co operative &edit 

tee Danish law savs ‘ no seountv is allowed to be taken 
standing of a member is determmed by the registered 
and the extent of hia credit is Bs 40 per head 


Societies, under 
’ The financial 
cattle ho owns. 


Mr Stockland did not find this to be the practice now 
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the by-laws and made unalterable without the sanction of 
the Registrar. 

The rate should be fixed in conformity with the general 
object of all co-operative associations, namely, the rendering 
of the best possible service at the lowest possible rate. It 
must be sufficient to pay expenses. Whether it should be 
higher than is necessary for tMs purpose is a matter of policy. 
In India, it is generally considered desirable to fix a rate 
high enough to allow of a margin of profit which swells the 
reserve fund and so protects the unlimited liability and 
increases the financial stability of the societies. In Europe, 
this formation of a reserve fund is not considered so necessary, 
and societies work on the lowest possible margin over the 
interest on money borrowed. Generally the rate on loans 
is from one half to one and a half per cent, more than the 
rate paid on deposits. In some countries (Eoumania, Italy, 
Hungary, etc.)i the State insists that the rate shall not be 
more than one or two per cent, above the discount rate of 
the State bank or above the rate charged by the central 
financing agency. The general question has already been 
dealt with. 

The Government of India rejected the suggestion to 
prohibit compound interest, because when fairly used, it is 
just; prompt recovery of debt is essential to the working of 
societies. There is danger that they may be too slack in 
dealing with their friends and neighbours and compound 
interest will provide a useful stimulus to the debtors.^ 
Against this view may be set the general experience that 
toleration of avoidable arrears on any terms encourages 
a thoroughly wrong attitude towards tliem. 

(p) provide for the formation and mainten¬ 
ance of reserve funds, and the objects 
to which such funds may he applied, 
and for the investment of any funds 
under the control of the society; 

See section 33 and notes, also notes to claiise (r) post. 

Reserve funds may be of two classes :—^A general reserve 
is an amount set aside out of profits to provide additional 
working capital, or to strengthen the liquid resources, and 
to be available for contingencies. A specific reserve is an 

1 Gf. Herriok, pp. 340, 360, Outline of European Systems, p. ID* 
Monograph, and Nicholson. 

Sir Ibbetaon—Ray, p. 272. 
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amount set aside out of the profits to provide for some 
probable or estimated loss on the reahsation of certam assets 
(e g, investment depreciation) or in respect of pendmu 
gansactions (e g , bad debts) The Indian Central BanLini 
bnqunv Conmittee recommended that central banks 
should start bad debt funds by carryme a reasonable 
amount of profits to them m addition to the statutory 
allocation to the reserve The practice in lomt-stock 
companies may be thus stated —here additional 'vrorking 
capital may be usefully and profitablv employed in the 
usines^, it is sound financial pohcv to leave such profits 
(general reserve) in the business The fact that the reserr e 
IS not invested but i« retamed in the business, is not by any 
means a sign of weakness But a reser\e fund invested in 
giiteaged securities, forming realisable assets that can be 
mihsed at any moment should there be a sudden call upon 
the busmess, is a source of considerable strength A general 
mse^e inv ested outside the business is called a Reserve 
■Bimd \\hen the reserve is not represented by specific 
investment*?, it is better called a Reserve account ^ 

Raiffeisen model articles make the reserve fund 
if j j ® and prescribe that on dissolution it should be 
anded o^ er to a Central Bank at compound mterest until 
one or more new societies have been formed on Raiffeisen 
principles, covering substantially the same area as the old 
one , or it may be handed over to the communal fund and 
tue interest may be devoted to objects of public utihty In 
India and other countries, on dis«?olution, it must be devoted 
o some useful purpose in the district in which the society 
operated, the purpose is to be determined upon by the 
w ^ which the dissolution of the societv takes place 

model rules contam the same provision Mr 
, writes “ the reserve fund is by standmg rule made 
0 collective property of the bank, never to be shared out, 
®'^en in the event of the dissolution of the bank, lest 
tnere be a temptation to hquidate for the sake of the spoils 
, "While the bank exists the fund mai be 

rawn upon to make good deficiencies Should the bank be 
wound up, it is to be handed over to trustees for suitable 
public employment 


^ Spicer and Pegler Practical Auditing, 3rd Edn, p 150ff 
Co operation in 4gnonltnre p 268 

re*ierv-e fund on dissolution is turned over to the 
'antral Bank Hernok, p 40 
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The reserve fund of societies of limited liability, bolding 
deposits from non-members, should ordinarily be invested 
outside the movement. Where there are no deposits from 
non-members this is of less importance, and where there 
are no deposits at all the society has no liabilities and cnn 
use the reserve fund in its ordmary business. In societies 
of unlimited liability, the ‘ reserve fund may Be used as 
ordinary working capital. 

The usual rule is to treat*the reserve as indivisible. In 
a secondary societjr composed of primary societies as mem¬ 
bers, it may be divided amongst them on liquidation. In 
the orcbnary social club the reserve fund (or surplus assets 
on liquidation) can not be divided amongst the members. 

The Committee regarded it as most advisable that there 
should be a building-up of reserve funds with the help of a 
large margin of interest.* WTiere there are no shares, this 
course should be adopted, but where there is a considerable 
share-capital, one-fotirth of the profits earned by its employ¬ 
ment must by law go to reserve and there is accordingly 
less need for a large margin of interest. It cannot too often 
be urged that co-operative effort aims at rendering the best 
possible' service at the lowest possible rate. An accumula¬ 
tion of profits under the name of a reserve fund becomes 
liable to objection if the sum is in excess of that required to 
ensure financial stability. But the result is much the same 
as if a member had to contribute to the share-capital in 
proportion to his borrowings. In the end, it is less a matter 
of principle than of practical expediency and expedience 
inclines to favour the accumulation of a reserve in the 
earlier years, followed by a reduction of interest when the 
fund is sufficient to protect the unlimited liability and to 
secure financial stability. 

1 Compare the following ;—' It is not the object of peoples’ banks 
to gather b:om their members more interest than is necessary to secure 
themselves an assured existence. They exist for the good of their 
borrowers’ (Dupemex, p. 19). The Belgian law forbids the accumulation, 
of indivisible reserve (Herrick, p. 306). There are co-operative banks 
which have rapidly grown strong by designedly charging menibers, ivitn 
the members’ coi^ent, in early years a rather higher rate of interest on 
loans than would have been strictly necessary, for the sake of creating 
a fairlv substantial reserve fond, which places a bank above danger and 
greatly inoreases confidence in it. That temporary trifling sacrifice has 
well repaid itself (Wolff, Co-operative Credit for the U. S., pp- 44-46). 
Ab time goes on the reserve fund is to serve os an endowment for the bank, 
become its capital,—capital of guarantee at first to attract otlwr money; 
afterwards also working capital—so that in that case the ideal of s^e men 
(SI. Lnzatti among the number) would be realised, of a fund being m 
existence subject to collective ownership only and therefore permanen 
ilbid., p. 127). 
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SO per cent, thereafter. 

The Madras rules are as follows:— 

K. («) In sooUtta mth S ts 

not less than one-half of ”iq*;?^paual to one-half of the 
a reserve fund nntil that ®S*°se?ve and share- 

total Uahilities of the society oto than tos 
capital.! TVUen P«P°’*“SSSto th6ie8eive 

than one-tlird of the net proto s e^ liohiUtica other 

fund, provided that if, hy any in of reserve 

than reserve and l^low one-half, the 

fund to such liabilities is again reduced below on 

share of the net proflte *? f “ilUtan S ««torea.! 

shall he raised to one-half until t^ p P ^ one-third 

The balance of the net profits, “^ovided, may be 

has been credited to the ^ a maximum of 

divided among the value of each share. 

n?thont the pre™ns 

"iets^.& “MKieSt'SI 

and for suoh pnrposes os ore ptn^enhed “5 ““ “'ii^dend 
the society, (1) provided that ““iner onnnm 

to its shareholders at a rate ®?®®®^J. ^ Jet apart more than 
on the paid-up value of each share or set apa ^ 

7i- per cent, of the net profits for a c the manner 

(2) provided also that any profits uo reserve fund, 

aforesaid shall forthwith be cfdited i^o the reser 

e^f‘t?:^l\^t%?rrfrS^”o»;i\oriendto 

“sLties with shor^ "tZ'iSfx 

tered as urban societies under Ind ,^:tii their by-la'ws 

continue to divide profits in accordance with tUeir y _ 

^ ^Ir. WolfE would opprovo of ^? to^^S-TsSire-oapital. \ot it 

the reservo fund, at any rate, PF®EPJ^®“® :„to account in detenniiipg 
S3 not the amount of ehare-oapital volume of outstanding 

the proper figure for the reserve *«“^'.*’“‘,cToperative Credit for the 
Isahifitiw which there may he to meet. (Co opera 
17. S., p. 66.) 

® Bengal also has this rule. 
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as th ej stand at the present date but they shall not increase 
the proportion of net profit to be divided among the members 
evcept in accordance with the foregoing provision 

(c) No bonus, which, when added to the dividend, 
brings the total of bonus and dividend above the TnnyinmTn 
laid down in clauses (a) and (6) shall be allowed but in the 
case of societies with shares and unlimited liability, the 
Negistrar may sanction the payment of honoraria, on a 
moderate scale, to the office beaieis of the society 

(d) Should a society, uhcther with limited or unlimited 
liability, which is competent either under the Act or undei 
the present rules to divide *i part of its net profits among its 
members elect to appropriate such portion or part thereof 
to a “ common good fund,” the purpose designated by the 
expression “ common good ’ shall bo clearh'' defined m the 
by laws of the society and it shall not be other than a chan 
table purpose as defined in section 2 of the Chantiblc 
Endowments Act, 1890 

S The reserve fund in a registered society shall 
be invested or deposited in one or more of the modes men 
tioned in section 32, sub section (1), clauses (a), (6), (c) 
and (d) of the Vet provided that when the reserve fund of i 
society eAceeds 20 pei cent of its working capital, the excess 
may, with the sanction of the Begistrar, be used in its own 
business Distributive societies may use the whole of the 
reserve fund in their business Other provinces hav e —All 
societies shall hold such percentage of their reserve funds in 
separate investment as the Begistrar maj from tune to time 
prescribe 

Most provinces have a clear rule The reserve fund 
shall be indivisible and no member shall have any claim to a 
specified share in it 

“ Indivisible ” here means amongst the members The 
United Provinces theiefor rule “ Prov ided that in the case 
of re-organisation of a society into two or more societies 
the reserve fund of the parent society may, with the sanction 
of the Registrar, bo distnbnted equitably with regard to the 
condition of each society to form the reserve fund of the 
new societies ” 

Generally all profits not divided under section 33 oi ^ 
must go to xesexve , in a limited liability society rule X 
(Madras) applies In unlimited liability societies it may 
be used as the Registrar directs (eg, in the business of 
the society) On dissolution it should be applied to 
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discliaiging liabilities (after tbe enforcement in full of tbe 
liability of tbe individual members—Central Provinces), 
repayment of sbare-capital paid up, and, if for any period no 
dividend bas been paid from profits, to tbe payment of a 
dividend for sucb period at a rate not exceeding 10 per cent, 
per annum. 

Tbe balance should be applied to such local object 
of public utility as may be selected by tbe Committee and 
approved of by tbe Registrar. If vithin three months of tbe 
dissolution of the society tbe Committee fails to make any 
selection that is approved of by tbe Registrar, tbe latter 
shall either credit the above-mentioned portion of the reserve 
fond to tbe Co-operative Society, if any, to which the society 
is affibated, or shall place tbe amount on deposit in some 
co-operative or other bank until a new Co-operative Society 
with a similar area of operations is registered, in which event 
it shall be credited to the reserve fund of such society (Rules 
of the Punjab, United and Central Provinces). 

Madras, however, allows the Registrar, as an alternative, 
to use this balance in supporting Co-operative Societies in 
the neighbourhood. 

The English model rules allow 6 per cent, interest on 
share-capital, and the balance ofprofits must go to the reserve 
fond until this equals the share-capital. Thereafter 6 per 
cent, of the profits may be paid to the workers employed 
hy the society and the remainder (in non-credit societies) 
may be distributed amongst members on the Rochdale plan. 
In credit societies all surplus profits go to an indiiasible 
reserve fund. 

As to the employment of the reserve fund, there is some 
diversity of opinion. Its first function is of course to cover 
bad debts. Bombay has a rule —^Bad debts may be written 
off against the reserve fund of any society, and, in the case of 
lunited liability societies, if the bad debts exceed the reserve 
fund, the balance remaining may be written ofi against the 
share-capital of the society : 

Provided that (i) no bad debts shall be written ofi 
without the sanction of a general meeting ; (n) before any 
such debts are so written ofi, the society, if it is affiliated and 
fodebted to a Central Bank, shall obtain the approval of that 
Central Bank in writing, wWch approval shall be given after 
consultation with the Assistant Registrar, and shall be 
countersigned by him. If the society is not so affiliated, 
or if the society is so affiliated and is not indebted to the 



254 


THE CO-OPEBATIVE SOCIETIES ACT. [s. 43. 


Central Bank, it shall first obtain the approval of the 
Assistant Kegistrar in writing; and (m) if the society itself 
■is a Central Bank, the approval of the Provincial Co¬ 
operative Bank, given in consultation with and countersigned 
by the Registrar, shall first be obtained. 

The Maclagan Committee recommended that primary 
societies should be allowed to use their reserve funds in then- 
own business. The Central Provinces would put all reserve 
funds at the disposal of the Central Banks to serve as fluid 
resource to the whole movement. Bengal prefers that the 
reserve funds should be invested through Central Banks 
in a readily realisable form and as far as possible outside 
the Co-operative movement. Madras does not thiii it 
desirable that primary societies should be allowed to use 
their reserve funds in their ordinary business. Their reserve 
constitutes their only item of fluid resource and is lodged nith 
Central Banks, which are in a position to return it, in whole 
or in part, to the primary societies at a moment’s notice ; 
the continuance of this state of things seems essential as a 
means of enabling primary societies to meet unexpectedly 
heavy demands and also as a means of providing a readily 
available asset in the event of their insolvency.^ 'WTicre 
the reserve fund is but a fraction of the total liabilities it 
must be carefully preserved; where it amounts to a large 
proportion of the total liabilities there can be little objection 
to its free emplojrmcnt as working capital. 

The Madras Committee, therefore, recommended that 
where the reserve fund of primary societies exceeds 20 per 
cent, of their working capital, any excess may he used by 
societies in their own business. The new rule has been 
reproduced above. 

The 'writer of this book has repeatedly requested defen¬ 
ders of this attitude to take pencil and paper and show how 
the position of a primary credit society is in any way 
strengthened or improved by refusing to allow it to use its 
reserves in its own business. The above rule seems to him 
merely a device to enable the financing bank to make money 
at the primary society’s expense. He has never heard from 
any source a single sound argument in its favour. Bombay 
has a rule : The reserve fund of any registered society may 
be utilised in the business of the society or be inA’’estcd or 
deposited. The Registrar may, for reasons to he communi¬ 
cated in writing to the society, by general or special order, 


> Of. Opinious published in the Gateltc of India, 
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direct that the fund be depooited oi invested The Indian 
Central Banking Enquiry Committee wrote that it was 
safer to keep the reserve fond mvested in the Central Banks 
and not to permit the societies to lend it to their members 
The opimon might have earned more weight if the 
Committee had illustrated it bv specimen balance sheets 
of a society at, say, ten-yearlv intervals 

The object of the reserve fond must not be illegal, other¬ 
wise the society may be cancelled (Enghsh Acts) Anv 
allocation of this fund to objects not specified in the bv laws 
would be illegal For instance it should not be applied to 
political or purely religious purposes, such as a home for 
decrepit cows 

(?) prescribe tbe extent to uhich a society 
may limit the number of its members , 

In Germany, Belgium, Austria, Italy,^ Greece Call 
forma,2 41berta, etc , the law only applies to Co operative 
Societies which do not limit the number of their members® 
and it IS very important that Government should have the 
power to make rules to pievent societies from becoming 
close corporations for the oenefit of a few individuals who 
may develop into pure dividend hunters It is a condition 
of the enjoyment of concessions from the State that thej be 
open to all For instance, English stores societies would 
become liable to income tax if thev limited the number of 
their members They adhere to the old principle that the 
share-hst shall nevei be closed ^ A Co operative Society 
which does not care to receive new members but prefers 
to make profit at the expense of outsiders, is a Co opeiative 
Society in name only The principle of free admission to a 
Co operative Society for all uillmg to join is chaiacteristic 
It would be considered directly contrary to the idea of 
CO operation if a society were to fix in its statutes the number 
of members so that it would be impossible to increase them ® 
The true Co operative Society is open to all who have the 
quahfications—no one is to be excluded because he is a big 


‘ Societies may presonbe conditioiis fortbe admission of non member*^, 
they may not absolutely veto such ailmi«sion by fixing on a certain 
number whioh may not bo exceeded fllonograpbs II, p 128) 

Powell, p 47 

Japan seems to be excrational as its law alien s a society to limit 
the number of members ^rrick, p 434 

' Of Schloss on Industrial Co operation, p 347 
° Co operation m Pinland, p 18 
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fanner or a little farmer or a tenant farmer or for anv other 
leason The membership must not be exclusive It must 
be democratic It cannot take m a certam group and lea^ e 
another group out pro-\ ided they all have the same needs to 
be met ^ No bona fide apphcant of good character resident 
within the area of its operations should be refused admission ^ 
There is a certain temptation when a society is prospering as 
the result of a few men s woik to '*\clude new comers m 
order that the"^ ma\ ha\ e no share in the profits—but there 
can be no voise abuse than this of the co operative pnn 
ciple® The abo\e quotations make it clear that no arbi 
trary limit should be permitted to the number of members 
and the first (1906) and second (1907) conferences of Kcgis 
trars adopted this Mev The Committee also refrained 
from BUggestmg a definite numerical maximum but thought 
that a soeiet} is apt to become unmanageable if its members 
exceed a total that might \ arj from 50 to 100 * Unfortu 
nately this a erj important principle that co operation must 
be open to all has sometunea been o\ erlooked The Bengal 
and Central PioMnccs model bj laws restrict the number 
of members in a credit societ) to 50 which is not to lie 
exceeded without the written sanction of the Registrar 
The Bombav rules (191S) prescribed that a credit society 
shall make a bt law in respect of the maximum number of 
members that mai be admitted but this w as soon abandoned 
It however still requires a bi law to be framed fixing the 
maximum number of members that maj bo admitted (1927) 
In many Central Banks a limit has been imposed to the 
number of shareholdera with the result that new societies 
sometime*! cannot obtain a share So long os the niunbor of 
shares is not limited their a alue cannot go aboa e par the 
dividend is automaticall 3 1 ept down to a rate approximating 
to the interest rate on deposits and members do not regard 
the resets c fund as their propertv Restrict shares and 
therefore membership and all these cmIs follow There 
should be one general rule No society shall fix anv limit to 
the number of its members And to tbis there might 
be the single exception permitting Central Banks to limit 

American Comnn‘'sion Observations Part I i 20 

Smith Gordon Co operation for Parmer!, p 8 

® Ibtd p 7o 

* The average for rural credit societies m o her countnes is Germany. 
94 India 41 United Kingdom 84 Japan lOo Russia "6 Austria 
130 Italy 40 to 60 Pinland 40 to 0 

» See Annual Report for 1019 para 14 It has been found unworkable 
and has been definitely abandoned 



S.43.] 


BTILES. 


267 


the number of individual members. But Bengal has a 
rule imposing a limit of 50 iu tbe case of societies with un¬ 
limited liability, without the sanction of the Registrar. The 
number of members may be restricted :— 

(1) by the conditions imposed in section 6, i.e., by 
'the exclusion of certain classes or descriptions 
of people; 

' (2) by careful selection of applicants for election, 
but a mere desire for exclusiveness must be 
no ground for rejection; 

(3) by fixing a minimum number of shares to be 
taken up or (in a trading society) a minimum 
amount of purchases to be made. 

The most satisfactory method of preventing a society 
from becoming too unwieldy is to restrict the area from which 
members may be drawn. 

The question is of importance in the case of credit 
societies where mutual personal knowledge is essential; 
but large membership is not generally regarded as a draw¬ 
back in other societies such as stores and supply societies. 

(r) prescribe tbe conditions under which 
profits may be ^ distributed to the 
members of a society with unlimited 
liability and the maximum rate of 
dividend which may be paid by 
. societies; 

Distribution of profits in unlimited liability societies.^ 
—^This is to enable Government to check any profit-seeking 
tendency. Raifieisen was opposed to any division of profits 
by way of dividend and under this clause Government can 
by rule prevent shareholders from dividing amongst them¬ 
selves the surplus which should be employed in cheapening 
the services pmormed by the society. The gener^ rule (sec¬ 
tion 33) is that a society with unlimited liability should not 
distribute profits among its members. Under section 8 of 
the former Act no rural society could distribute profits until 
the reserve fund had attained certain proportions and 


' The Iiaw of Nebraska (U. S. A.) defines a oo-operative association 
as one which authorises the distribution of its earnings in part or wholly, 
on the basis of, or in proportion to, the amount of property bought from, 
or sold to, the members, or of labour performed, or other service rendered 
to the corporation (Powell, p. 46). 


17 
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tlie rate of interest had been reduced to an extent detemnned 
by rules or by laws The Government of India did not 
intend that profits of a sociefy should be divided except 
where there are shares Under the Fr endlv Societies Act 
societies with unlnnited Lability may not distribute profits 
so long as they receive deposits from non members 

In the Punjab societies of the old type can pay a 
dividend after 11 years but the general tendency is to 
make profits indivisible In Bengal in societies with shares 
and unlimited liability a dividend can with the sanction 
of the Begistrar be distributed on shares up to a maximum 
of 9| per cent of the paid up portion In the United 
Proiinces such a distribution can only be made after ten 
years and on fully paid up shares 

Maximum late of dividend —^As profit scekmg is to 
be a^ oided there is a general consensus of opimon m fai our 
of a strict limitation of the duidend Mr PTolff writes 
unlimited lubilitj forms a temptation to the allowance of a 
large dividend to capital It has become lery general 
and IS answerable for a great deal of bad practice The 
CO operative principle is that capital should rcoeu e exactly 
the interest which is usual for it in the marl et and no more 
so that a maximum is fixed There must be only 

one interest m the bank and that the consumers 
Co operative institutions behe their own character and 
object in allowing profit beyond the current rate of interest 
to capital 

The Committee held that in all ordinary cases a maximum 
limit should be fixed so as to prevent the neglect of co 
operation in favour of mdiMdual profit The maximum 
suggested was the ordinary rate charged by a society on its 
loans In the case of Central Banks it might be tv o or three 
per cent over the rate paid on deposit^ ^ The Committee 
would have adhered more closely to established precedent 
if the) had adiised that the dividend in primary societies 
should not exceed the rate paid on deposits In England 
the maximum dividend on capital (usually called interest) is 
now generally five per cent 

The Sixth Conference of Eegistrars recorded the opimon 
that dll idends should be limited bv rule of the Local Goi ern 
ment so as to strengthen the hands of the Kegistrar This 


The Govern uent of Ind a have approved of th s 
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has been, adopted Burma lUows 20 per cent Bihar and 
Orissa 12^^ the Punjab 10 Coorg 10 Madras 9 Bombay 
in its new A.ct fii.es the maximum at 10 per cent But it 
omits the restriction on a bonus and a bonus is not uncommon 
The United Provmces limit it to 10 per cent on the share 
capital actually paid up proiided that if in a District or 
Central Bank the accumidated reserve fund exceeds one 
quarter of the nominal share capital of the bank at the 
tune this limit may be raised to 12 per cent by special 
order of the Begistrar In Bengal m limited habihty socie 
ties a dividend of 12i per cent on the amount paid up is 
allowed but the Registrar can sanction more than this ^ 
In some provinces (Burma and Madras) the by laws of a 
few central banks contain proi ision for payment of dn idends 
to mdividual shareholders m preference to oi at a higher 
rate than society shareholders MTiere the former retain 
full voting power for the election of the directorate this 
distinction finds httle support amongst good co operators 
but where they have lost control owmg to the growing votmg 
power of society members it may be less objectionable to 
treat them as preference ahareholders The French law of 
1894 relating to Societies of Credit Agricole prescribes that 
after paying expenses and mt^est on loans and capital 
three fourths of the profits shall go to reserve and the 
balance shall be divided bet'neen the agricultural associations 
and between their members m proportion to the profits 
derived from their respective operations It shall not in 
any case be divided in the form of a dividend between the 
members of the society As Sir F Nicholson remarks this 
IS the ongmal Rochdale prmciple The Rochdale Poineers’ 
rules were that the share capital should bear a fixed rate of 
interest and profits should be divided pro rata upon the 
amount of purchases made by each member (market prices 
bemg charged ongmally) This is now known as the pat 
ronage rule In England what is allowed on capital is called 
mterest and not dividend This latter term is used to refer 
to the rebate granted to purchasers The Enghsh congress 
(1903) resolved that abnormally high dividends are injurious 
to the progress of the oo operative movement as the payment 
of such dividends mvolves the chargmg of high prices which 
has a tendency to dimmish trade and to exclude from the 


^ The recent ordcxs o£ the Government of India approvnig of the 
Committee s proposal to limit dividends to a rate not exceeding ^ or 3 per 
cent above the rate paid on deposits n II nrobablj serve to reduce these 
maxima to S or 9 per cent In the PnnjaD this h s alread3 been given 
effect to 
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benefits of co operation those for whom its advantages 
are chieflv intended It puts the mavimran at half a crovn 
in the pound or 12J per cent The resolution with necessary 
verbal changes apphes to credit societies This difference 
between interest on capital and the bonus to members is 
important The latter is not assessable to income tax but 
the former should be (and in England is so) 

The English and Insh model rules for agricultunl 
societies allow five per cent on share capital thereafter 
half profits go to reserve until this equals the share capital 
then five per cent as a bonus to employees and the balance 
may be distributed to members in proportion to their tran 
sactions 

Roumania allows dividends on capital not exceeding 
15 per cent m the peoples banks and ten per cent in other 
Co operative Societies 

The distribution of profits requires care The English 
4.cts insist that the rules shall proMde for the profits being 
appropriated to any purposes stated therein or determined 
in such manner as the niles direct The purpose must not be 
illegal A dividend should onlj be declared by a societv in 
general meeting and no dividend should exceed the amount 
recommended % the Directors or Managing Committee 
Inlet im dividends should not be allowed No dnidend 
should be paid otherwise than out of profits actually reahsed 
(But there may be a special reserve set apart for equalising 
dividends ) 

The Madras Committee considered that if the diiidend 
of a Central Bank in any year falls below the maximum 
the shortage may be made up in subsequent years when the 
profits allow as an incentive to the collection of oaeidue 
interest 

Bombay has a rule — 

Without the sanction of the Registrar no part of the 
funds of a registered society shall be divided by way of 
bonus or dividend or otherwise among its members in any 
case in which the entire expenditure incurred by such society 
during the year has not been debited in the Annual Profit 
and Loss Account before the net profit was arrived at 

In the Umted Provinces there is a rule —^All overdue 
interest should generally be excluded for the purpose of 
reckoning profits for distribution among shareholders but 
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m the case of Central Societies the Registrar mav in special 
cases permit an exemption from this rule in favour of pre 
ference shareholders when he considers such a course 
justified or desirable In Madras the Registrar can certify 
what net profits are In some provmces the balance 
sheet has to be approved by him or some one authorised by 
him In Assam it is prescribed that All Co operative 
Banhs or Societies shall be required to make such proMsions 
for bad and doubtful debts as may be required bv the 
Registrar or some person duly authorised by him before 
any dividend may be declared 

Unless such provision has been made or a special 
exemption (which may be subject to conditions) has been 
granted by the Registrar or some other person authorised 
bv hun in that behalf no Co operative Bank or Society 
shall take into account unrealised overdue mterest for the 
purpose of payment of dividend or for the purpose of 
declaring profits 

Bombay has a rule —^In caloulatmg the profits of a 
sooietv for the year for the purpose of declaring a di\ idend 
or bonus all accrued interest winch has been unauthorisedly 
overdue for more than six months shall be deducted from the 
gross profits of the year before the net profits are arrived 
at All accrued interest that has been so deducted from 
the profits of the year and is actually recovered during the 
subsequent year may be added to the profits of the subsequent 
year 

(s) subject to the provisions of section 39 
determine m what cases an appeal 
shall he from the orders of the 
Registrar and prescribe the procedure 
to be follow ed m presentmg and 
disposmg of such appeals and 

An appeal from an order canceUing the registration 
of a society lies to the Financial Commissioner in the Punjab 
and elsewhere In Bombay and Madras where the Registrar 
refuses to register a society or refuses approi al to the making 
alteration or abrogation of any by law an appeal may be 
made to the Go\ ernment withm tw o months of the date of 
the communication of the order Generally no proM^ion 
has et been made for any other appeal except under the 
Bombay Act But the Madras let allow s for appeals to the 
Registrar from orders of a liquidator 
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(() prescribe tbe procedure to be followed 
by a liquidator appomted under 
section 42, and the cases in which an 
appeal shall he firom the order of such 
liquidator 

Madras incorporates its old rules as i substantive section 
(47) of the Act (cf Appendix) 

Most pro\ mces have now complete rules, on the following 
lines — 

(«) ‘When the Begistrar cancels the registration of 
a society he shall at once publish in the [provincial] Gazette 
and in such other manner as he maj thinl proper a notice 
requiring all claims against the di*»soh cd •»ociety to be sub 
mitted to him or to such person as he maj name m that 
behalf within one month of publication of the notice, 
liabilities recorded in the account books of a society shall be 
deemed tpso facto to have been dulv notified 

Note —Assam Bengal Bilar and Onssa bavo this rule Other 
proTinccs do not insist upon n ga/etto notification but learo it to the 
liquidator to issue the notice for liabibtics 

(6) M hen the registration of o society is cancelled under 
section 40 of the Act or when no appeal has been made 
under clause 2, section 39 of the same Act against the order 
of the Registrar under that section canccllmc the registration 
of a society, or where such an appeal has been dismissed the 
liquidator shall forthwath take charge of the books of the 
society (Burma, Bengal XJ P following section 178 Compa 
nies 4ct add and all the property, effects and actionable 
claims to which the societj is entitled) in order to take 
necessary steps to wind up its affairs 

Vofe —A ■winding up order bos not the effect of vesting the Boeicty s 
properti m the liquidator Tho property remains m the 8oeict\ until 
dis^olntion unless disposed of in coarse of uinding np 

Bombay has a rule enjoining tho liquidator immediately on appoint 
nient to tnl charge of the bool s propcrl'V and acsets 

(c) If necessary, the liquidator may institute suits 
for the recovery of sums due to the socictj 

(d) The liquidator shall then proceed to deteimme 
the assets and liabilities of the society as thev stood on 
the date of the cancellation of its registration , he shall 
next determine the contributions to he made the members 
and past members of the society respectiaclv to the assets 
of the society He shall also determine by what persons 



s. 43 J 


BXTliES. 


and m •w’liat proportions the costs of the liquidation aie to be 
borne 

The Madras Act empowers the liqmdator to determine from time to 
hme the contribntions to be made or rematntitff to be made 

This removes the difficulty as to whether the hcLUidator may issue 
further orders when his first distnhntion fails to bring in the a«s''t« 

The costs of hqmdation include the remuneration of the hquidator, 
which bos priority of all other claims 

Note, again, the omission of an\ reference to decea«ed members’ 
estates The United Provinces add —^He shall draw up a formal order 
noting the amount to bo rcahscd from each member or past member as a 
contribution and as cost of hqnidation The leml reprcscijti^iye of a 
member or past member shall bo liable only to the evtent of the property 
of such member or past member which has come to their hands as such 
Bengal inserts a nde —^Tho mterest on deposits from non members and 
on loans shall run on the same rate as before from the date of liquidation 
to the date of rofnnd or repayment of tho principal 

The Madras Act includes nominees, heirs or legal repreoertatiies of 
deceaced members 

(e) For the above purpose the liquidator naav issue 
summonses to persons -vyhose attendance is required either 
to give evidence or to produce documents He may compel 
the attendance of any person to whom a summons has been 
issued and for that purpose issue a u arrant for his arrest 

Xole —A. liquidator should also hare power to call general meetings 
from time to tiiro 

This now er to summons extends not only to member defaulters hut 
also to their sureties including non member^ 

The Madras Act empowers tho hqmdator to compel the prodiiction 
of any books accounts, documents securities, cash or other jiropertieB 
belonging to or m the custody of the society 

(/) The hquidator shall send all such notices, sum¬ 
monses or warrants for service to the District or Suhdivisional 
Officer concerned 

(</) The District or Subdivisional Officer, upon receipt 
thereof, shall proceed as if such notices, summonses on 
warrants had been issued by bun and shall return them to 
the hqmdator with the record (if any) of the proceedings 
taken with regard thereto 

Note —^Alost Local Governments appear to agree that on the 
cancellation of a society s registration the liquidator should be empowered 
to recoi etr tho outstandmgs by summary procedure, and special legudation 
to this end has been enacted in several provinces (see notes to section 42)— 
acoordiuglv m the Umted Provinces there is a rule —^The Registrar may 
refer a copy of the order passed bj the liquidator as finally approved by 
him to tho collector of the district and make a reqmsition to that officer 
to recover the amounts noted in it in the same manner as airears of land 
reveuuu Bengal, Bibar and Onssa, etc , have a similar rule adapted to 
local conditions 
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(7i) The liquidator shall keep short notes of the de¬ 
positions of the persons thus summoned to give endence 
(?) The hquidator shall then make an order noting the 
names of members and past members of the society and the 
amount to be reahsed from each as contributions under 
clause (b), sub-section (2) of section 42, and as costs of 
hquidation imder clause (d) of the same sub-section 

Note —In the United PronncM, the Registrar may issue mstmctions 
laying doim the principles on irhich end the n anner in which the contri 
bjtions ahall ho dotcrniincd, end the liquidator shall act according to 
these instmotions Anv person atlcotcd hv an order passed b\ the 
liquidator niav make a representation to the Registrar, who maj then 
pass such orders as ho thinks fit 

(j ) This order together vnth all papers connected with 
the liquidation shall be submitted to the Registrar for his 
approval, and he may, if he thinks fit, modif} the order or 
refer it agam to the hquidator for further enquiry or other 
action 

j^ole —^In the United Pronnets, the hquidator with this order laust 
submit a list of the property of each member and past member and of the 
assets of the deceased members and past memhen 

The liqmdator of a compam is subject to tbo control of tbc Court 
boro and in rules (m) and (o) ho is subject to the control of the Registrar, 
irho performs mam of the functions of the Court. 

(1) A copy of the above order as finally approved by 
the Registrar, accompanied, if necessarj, by a list of the 
property of each member or past member against whom 
the decree will have to be enforced, shall be filed in the Civil 
Court, having local jurisdiction, be enforced os laid down 
lu clause (o), sub-section (6) of section 42 

I^oie —It should bo stamped os an apphcntion for execution [U P 
Manual, p 30] 

The Bombay Act, section 50 (6), and the United Provinces Rules 
ompowor a liquidator to compromise the claims of or against the eocieti 
with the sanction of the Registrar 

(1) If the Civil Court is unable under the above order 
to recover the sums assessed against any member or members, 
the hquidator may frame a subsidiary order or orders against 
any other member or members up to the extent of the 
liabiUty of each for the debts of the society This subsidiary 
order or these subsiduiry orders, as finally approved by the 
Registrar, shall be filed m the CimI Court having local 
jurisdiction for enforcement until the whole amount due 
fiom jbho members is realised 

Nol\—As an nlternatno to tho CimI Courts Provinces which have 
onactod i^ooial legislation for summan ropovori have rules permitting 
report to ^10 ccrtihcntc oflicor under the Public Demands Kcco\er^ ^ct 
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(m) Tlie Lqiudator shall submit to the Eegistrar a 
quarterly report in such form as the Registrar may prescribe, 
showing the progress made in the liqtudation of the societies 
placed under his charge 

Vole —The liquidator should maintain books recording bis actions 
so as to comply with this rale and that in clause (o) below In the "Lnited 
ProTinces tho Begistrar mai prescnbe the bool s and cause them to be 
audited 

(«) All funds in charge of the liquidator should be kept 
and deposited m the Post Office Saving's Bank or vrith 
such other bank or person as may be approved of bv the 
Registrar 

Vote —^The'o funds should stand m the liquidator s name 

(o) After reeo^e^y of the dues of the society and the 
reabsation of the contribution and costs of liquidation from 
the members and past members, the hquidator shall, 
after meetmg the Uabilities of the society, wind up the 
afEairs of the society and submit a final report to the 
Registrar 

Some provinces add — 

(p) The appomtment of a hquidator shall be published 
m the [provincial] Gazette 

(j) No appeal shall he from any order of the liquida¬ 
tor under section 42 

Madras allows an appeal to the Registrar 

The Registrar shall fix the amount of the fee to be 
paid to the hquidator 

This fee shall be included in the costs of hquidation, 
which shall be payable out of the assets of the society in 
priority to all other claims Bombav has a rule that 
when recovery is made by village officers, the hquida¬ 
tor may pay to such officers remuneration at the rate 
of one per cent of the amount collected by such 
officers 

At the conclusion of the hquidation a general meeting 
of the dissolved society shall be called at which the hquidator 
shall summarise the results of his proceedmgs, shall point 
out the causes of the failure of the society and shall take a 
vote as to the dispo'sal of any cash balance that may remam 
with him 
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A hqmdator may at any tune be removed by tbe 
Registrar and he shall on such removal be bound to hand 
over all the property and documents relating to the liquidation 
to such person as the Registrar mav direct 

Bombay has incorporated the mo^t important rules 
in its new Act (see Appendix) but has rules in amplification 
as well It prescribes that the books etc shall be destroyed 
by the Assistant Registrar after the cvpiry of two years from 
the date of the order cancellmg registration 

(3) Tlie Local Government may delegate, 
subject to sucb conditions, if any, as it thinks fit, 
all or any of its powers to make rules under this 
section to any autlionfy specified in tbe order of 
delegation 

(4) Tbe pow er to make rules conferred by tbis 
section is subject to tbe condition of tbe rules being 
made after prcMOus pubbcation 

Tor provisions appljmg to such a condition 'see General 
Clauses Act section 23 The authority must publi<'h a draft 
in such manner as the authontj deems to be sufficient 
and with it a notice specif mg a date on or after which the 
draft will be tal en into con'sideiation it shall consider any 
objection or suggestion which may be received before tbe 
date so specified Pubbcation m tbe Garotte of a rule, 
purporting to have been made in everciso of a power to 
make rules after previous publication shall be concln'sive 
proof that the rule has been duly made 

(5) All rules made under tbis section shall be 
published m tbe local official Gazette and on sucb 
pubbcation shall have effect as if enacted in this 
Act 

In the United Proamccs power to male rules under 
section 43 (2) clauses (/«) and (t) has been delegated to the 
Registrar So also in the Punjab where he can in addition 
mal c rules under clause (o) prcsciibing for au} society the 
maximum loan which maj be made to anv member without 
lus prior consent These delegations save no time owmg 
to the necessity for following the procedure under clause 
(4) above and so Madras omits clause (3) Madras has an 
additional clause —^All sucb rales shall be laid on the table 
of the Legislative Council 
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Miscellaneous 

44. (1) All sums due from a registered society 
or from an officer or member or past member of a Govern-^ ° 
registered society as such to tbe Government 
includmg any costs awarded to tbe Government 
under section 37, may be recovered in tbe same 
manner as arrears of land-revenue 

Buima has “shall” for ‘ may” 

(2) Sums due from a registered society to 
Government and recoverable under sub-section (1) 
may be recovered, firstly, from tbe property of tbe 
society, secondly, in tbe case of a society of vbicb 
tbe babibty of tbe members is limited, from tbe 
members subject to tbe limit of tbeir liability , and 
thirdly, m tbe case of other societies, from tbe 
members 

Burma apphes this provision also to sums payable 
by order of a hquidator on a requisition bemg made by 
the Eegistrar to the Collector, and further empowers 
Government to frame rules prescnbmg the remuneration 
which shall be payable to headmen or others employed to 
collect these sums which are recoverable in the same 
maimer as arrears of land revenue 

In order to stimulate the movement ongmaUy it was 
decided that Government should provide a part of the 
capital of new societies The loans were repayable in mstal- 
ments and this section primarily refem to these It apphed 
thetakbavi rules to these loans It will be noted that 
as an exception m favour of the crown, proceedings may 
be taken against members without the society bemg 
wound up 

Under this section the costs of audit by a Government 
auditor may be recovered 

Query Cannot the sums be recovered from past 
members < 

Bombay adds the words “ or past members ” subject 
to the provisions as to two years m section 23 and Madras 
in clause (1) adds former cffiScer or deceased member, 
and m clause (2) adds or the estates of deceased 
members In both cases the habihty is subject to sections 
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23 and 24 of tins Act (combined as section 25 of the 
Madras Act) 

45. Notwitlistanding anything contained in 
sooiefies this Act, th.e Local Government may, by special 

ditions as order m each case and subject to such, conditions, 

t?a®~ ^ impose, exempt any society from 

any of the requirements of this Act as to registra¬ 
tion 

If the society were not registered it would not be a 
corporate body or enjoy the exemptions under section 28 
This section and the next foUowmg are thus explamed 
m the Government of India resolution “ It was impossible 
to frame any set of general provisions which should cover 
all conceivable forms m which the prmciple of co operation 
might usefully be appUed for the benefit of small folk in 
India It was impossible to provide for all 

eventualities a general section has, therefore, 

been added which provides that the Local Government may 
permit any association whatever to be registered as a society 
under the Act, and may exempt any society thus specially 
registered from any of its provisions, or may modify any of 
those provisions in their apphcation to any such society 
The position, therefore, stands as follows — 

In the body of the Act have been included those 
provisions which it is beheved wiD be suitable to the type 
of Co operative Societies that is most likely to come into 
existence in this country, and these provisions will constitute 
the normal law, which wdl apply of its own force to these 
societies in general But a Local Government will have an 
absolutelv free hand to depart from or vary them, on condition 
only that it does so by special order in each case and after 
full consideration of the circumstances which justify the 
departure Of course, it is mtended that this power should 
be exercised only on behalf of societies the aims of which 
are consonant with the objects which the Act is intended 
to promote 

Power to 46, The Local Government may, by general 
or special order, exempt any registered society 
ftoKrovi- provisions of this Act or may direct 

sionsoitiie that such provisions shall apply to such society 



with such modifications as may he specified in the 
order 

Eg, the restrictions as to shareholdings in section 5 
(under which examples are given) 

Unlike section 45 above, this section apphes only to 
societies which have been registered Bombay has the 
words “ society or class of societies,” and adds provided 
that no order to the prejudice of any society shall be passed 
without an opportumty being given to such society to 
represent its case 

The Committee consider that this power may be used 
where difficulty is experienced m raismg sufficient share- 
capital for Central Banks 

It may also exempt any registered society from the 
exemption as to mcome tax (section 28) and should do this 
if a Central Bank for instance puts profit malong before its 
real object of facilitating the worlnng of Co operative 
Societies or if a society deals with non members, or 
limits unduly the number of its members [c/ section 
42 (?)] 

Bombay supphes the instance of the Samkatta Salt 
workers’ Society 


It may also modify the restncbon a 
6 (1) (a) 


to residence in 


Punjab examples are exmption of Thrift Societies 
horn section 33, and of an old regimental society from 
the obligation to put by 25 per cent of profits to 
reserve ^ 


name » trtle «£ which S iZd “T 

part without the sanctic:”:?^:^*-^-- 
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Date 1st Match, 1912 The Punjab Co operative 
Bank Ltd was registered before this date and has nothing 
to do with CO operation or the co operative movement 

Bombay and Burma repeat this word and so postpone 
the^date to 1925 and 1927 respectively, but Madras avoids 
this pitfall by a reference to the Act of 1912 

There are, unfortunately, several instances of Eegistrars 
of Jomt Stock Compames m different provinces overlookmg 
this section and registering ordinary compames with the 
word “ CO operative ” mcluded m the name 

The South African Acts of 1922 and 1924 compel all 
previously existing institutions to register under the new 
Act or omit the word “ co operative ” 

(2) WJioever contravenes the provisions of 
this section shall be punishable with fine which may 
extend to fifty rupees and in the case of a continuing 
ofience with further fine of five rupees for each day 
on which the ofience is contmued after conviction 
therefor 

This IS the only penal section provided for carrymg 
out the provisions of the Act and is directed agamst non- 
co operators 

The word “ co operative ” has been grossly misused m 
America, and many failures of poorly managed private 
]omt stock enterprises have been charged against the co 
operative method, to its discredit of course Every State 
should have a law prohibiting the use of the word 
“ 00 operative ” in the name of any legal corporation unless 
that corporation is orgamsed in confonnitv with these 
characteristic essentials of the Co operative Society ^ 

Indian 48. The provisions of the Indian Compames 

aS“? 882? Act, 1882, shall not apply to registered societies 

not to I 

appl'v \ This 13 the basis of the whole Act The companies 

Act? IS prnnanly a law governing organisations for pecumary 
pront, it IS designed to meet the needs of capital In the 
eai3y days, the Compames Acts of various countries were the 

1 American Commission Observations, Part I p 22 Wisconsin 
and Ken York ba^c adopted tbia 
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only Acts under winch Co operatue Societies could obtain a 
legal status As the number of societies increased, the law 
had to be altered to meet their requirements, and, in order 
to confine the new enactments to the societies it became 
necessary to attempt legal definitions of Co operatn e 
Societies, some of which have been gii en m the first part of 
this book 

But the Co operatne Societies Act is largely based 
upon the Indian Compames Act, givmg generally the powers 
of a Court to the Registrar See notes to section 4, ;posi The 
Indian Compames Act apphes to all companies, associations, 
or partnerships for banking or acqmsition of gam of 10 and 
20 members respectiiely unless they are registered under 
this Act 

For Indian Compames Act, 1882, now veaA Indian 
Compames Act, 1913, as corrected by Bombay, Burma and 
Madras Acts 

“ The elaborate provisions of the Compames Act, 
however necessary m the case of combinations of capital 
on a large scale, are wholly unsmted to societies of the Imd 
it IS desired to encourage The first thmg to be done (m 
starting Co operative Societies) was to take them out of the 
operation of the general law on the subject and to substitute 
provisions specially adapted to their constitution and objects 
[Government of India] ” 

Exemption from the Compames Act carries with it 
exemption from payment of fees for registering various 
documents, balance sheet, etc The exemption does not 
extend to Co operative Societies not registered under this 
Act 


49 . Every society now existing wlncli has been saving or 
registered under the Co operative Credit Societies l^oieues 
Act, 1904, shall be deemed to be registered under 
this Act, and its by laws shall, so fax as the same 
are not mconsistent with the express provisions of 
this Act, contmue m force until altered or rescmded 
Local Acts have to add or under the Co operative 
Societies Act, 1912 Madras adds a clause (2) AH appomt 
ments, rules and orders made, notifications and notices issued 
and suits and other proceedmgs instituted under the said 
Acts shall, so far as may be, be deemed to have been respec 
tively made, issued and instituted under this 4ct 
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Repeal 50 , 'flie Co Operative Credit Societies Act, 

1904, IS hereby repealed 

The Bombay, Burma and Madias Acts, of course, repeal 
the present Act as well By so doing the societies in these 
provinces have madvertently lost the privilege of acquirmg 
land under the Land Acquisition Act, but Madras has a 
section 64 which runs AU references to the Co operative 
Societies Act 1912 occurring m any enactment made by 
any authority m British India and for the time being m 
force m the Presidency of Madras shall in its application to 
the said Presidency, be constructed as references to this 
Act 
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BO BAY ACT No. VII OF 1925. 

{F%rst ’published, aflei having received, the assent of the 
Governor General, in the “ Bombay Goveinment 
Gazette ’ on the 4th Decenibei, 1925) 


Au Act to coasolidate and amend the Iatt relatmg to Co operative 
Societies la the Presidency of Bombay 

Whereas it is expedient fuither to facilitate tlie 
formation and workmg of Co operatic e Societies for the 
promotion of thrift, self help and mutual aid among 
agriculturists and other persons -with common economic 
needs so as to bnng about better hvmg better busmess and 
better methods of production and for that purpose to 
consohdate and amend the law relatmg to Co operative 
Societies m the Presidency of Bombay, and whereas the 
previous sanction of the Governor General lequired by - . . 
sub section (3) of section 80 4 of the Government of India v 
Act has been obtamed for the passmg of this 4ot It is c 61 
hereby enacted as follows — 

Piediminary 

1. This Act may be called the Bombav Co opera Short title 
tive Societies Act 1925 

2. This Act extends to the whole of the Presidency Extent 
of Bombav 

3. In this Act unless there is anvthmg repugnant Deflmlions 
in the subject or context— 

(а) “ by laws ” means by laws registered under this 

Act and for the time bemg in force and includes 
a registered amendment of such by laws, 

(б) “ Committee ” means the Committee of Manage 

ment or other directmg body to whom the 
management of the affairs of a society is 
entrusted, 

(c) “ Member ”^ee t 2 (c) Act II of 1912 , 

C, CSA 18 
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(d) "Officer”—see s 2 (d) of Act II oj 1912, 

(e) “ Society ” means a society registered or deemed 

to be registered under this Act, 

(/) “ Registrar ’—see s 2 (f) of Act II of 1912 
(ff) “ Rules ’’—see s 2 (jf) of Act II of 1912, 

(A) (1) a “ Resource society ” means a sociefy formed 
with the object of obtaining for its members 
the credit, goods or services required by them, 

(2) a “ Producer**’ society ” means a society formed 

with the object of producmg and disposmg of 
goods as the collective property of its members 
and mdudes a society formed with the object 
of the collective disposal of the labour of the 
members of such society, 

(3) a “ Consumers’ society ” means a society formed 

With the object of obtainmg and distributing 
goods to or of performmg services for its 
members, as well as to other consumers and of 
dividing among its members and customers m 
a proportaon prescribed by the rules or by the 
by laws of such society the profits accrumg from 
such supply and distnbution, 

(4) a "Housmg society” means a socie+^v formed 

with the object of providmg its members with 
dwelhng houses on conditions to be detennmed 
by its by laws, 

(5) a “ General society ” means a society not fallmg 

imder any of the four classes above mentioned 
The Registrar shall classify all societies undei one 
or other of the above heads and his decision shall be final 
A society formed with the object of facihtatmg the 
operations of any one of the above dasses of societies shall 
be classified as a society of that class 

A hst of all such societies so classified shall be pubbshed 
annually in the Bombay Government Gazette 


Begidrahon 
4. Sees iofAdll ofim 

Societies 5. vSubject to the provisions heremafter contained, 

which may ^ society which has as its object the promotion of the economic 
terea interests of its members m accordance with co operative 
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pnnciples, or a society cstabhshed with the object of facilita¬ 
ting the operations of such a society, may be registered 
under this Act uith or without limited hability 

Provided that, unless Government by general oi special 
order otherwise directs— 

(1) the habihty of a society of which a member is a 
sociely shall be limited 

(2) the liabilitj of a society of which the primary object 
IS the creation of funds to be lent to its members, and of 
which the majoiity of the members are agriculturists and of 
which no member is a registered society, shall be unlimited 
and the members of such a sociely shall, on its hquidation, 
be jointly and severally liable for and m respect of all 
obligations of such a society 

Provided further that when the question whether the 
liabihty of a society is limited or unlimited has once been 
decided by the Eegistrar at the time of registration his 
decision shall be final 

6. Where the liability of the members of a society Restrictions 

is hmited by shares, no member other than a society shall— member 

(a) hold more than such portion of the share capital of society 
of the society, subject to a maximum of one fifth, as may j'JSiited 

be prescribed by the rules or and'i^^are 

(b) have or claim any interest m the shares of the society capital 
exceeding three thousand rupees provided that if the 
society is a hou^mg society a member may have or claim 

an interest in the shaies of the societj not exceedmg 
Es 10,000 

7. See s 6 of Act II of 1912 

8. When any question arises whether for the purpose Power of 
of the formation, or legistration or contmuance of a society Registrar to 
under this Act a person is an agncnlturist oi a non agricul- tain ques-' 
turist, or whether any person is a resident m a town or 

village or group of villages, or whether two or more villages 
shall be considered to form a group, or whether any person 
belongs to any particular tribe, class, caste or occupation, 
the question shall be decided by the B^strar, whose decision 
shall be final 

9. -See s 8 of Act II of 1912 

10. -See s 9 of Act II cf 1912 

11. See s 10 of Act II of 1912. 
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12 Every society shall withm a peiiod of three months 
after the date fixed for making up its accounts for the }ear 
under the rules for the time being in force call a general 
meetmg of its members 

fmerri ^ general meeting may be called at any 

meetings ^7 ^ majority of the Committee and shall be called 

•Rathin one month— 

(1) on the requisition m mitmg of one fifth of the 
members of the society or 

(2) at the instance of the Registrar 

caiangeof 14 A societj may by a resolution of a general meeting 
SI approval of the Registrar change its name 

but such change shall not affect any right or obhgation of 
the society or of anj of its members or past members and 
any legal proceedmga pendmg mav be contmued b's or 
against the society under its new name 

or 15 (1) Anj two or more societies maj with the 

transfer of approval of the Registrar hv a resolution passed by a three 
soolelles fourths majority of the members present at a special general 
meetmg of each such society held foi the purpose amalgamate 
as a smgle societj provided that each member has had 
clear fifteen days wntten notice of the resolution and the 
date of the meetmg Such an amalgamation may be effected 
without a dissolution or a division of the funds of the 
amalgamating societies The resolution of the societies 
concerned shall on such amalgamation be a sufficient 
convevance to vest the assets and liabilities of the amalgama 
tmg societies m the amalgamated society 

(2) Any society may by a resolution passed m accordance 
witb the procedure laid do\vn m sub section (1) transfer its 
assets and liabihties to any other society which is prepared 
to accept them 

Provided that when an} such amalgamation or transfer 
of assets and habihties maolves the transfer of its liabihties 
by any society to any other society it will not he made 
without givmg three months notice to the creditors of 
both or all such societies 

Provided further that if a creditor or creditors of an} 
of the societies concerned objects or object to such amalga 
matron or transfei of assets and liabilities and gives oi give 
wntten notice to that effect to the society or societies 
concerned one month before the date fixed for such amal 
gamation or transfer the amalgamation or transfei ■shall 


Annual 

general 

meeting 


Special 
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not be made until the dues of sueb. oreditot oi creditors 
have been satisfied 

16. (1) Xo amendment of the by laws of a society 

shall be ^a^ld until approved by the resolution of a general javsrs of a 
meetmg and registered under this Act, for which purpose a society 
copy of the amendment shall be forwarded to the 
Eegistrar 

(2) If the Eegistrar is satisfied that anv amendment 
of the by-laws is not contiary to this Act or to the rules, he 
may register the amendment 

(3) WTien the Registrar registers an amendment of 
the bv laws of a society he shall issue to the society a copy 
of the amendment certified bj him, which shall be conclu'uve 
eAidence that the sime is duly registered 

Rights and babthftes of membeis 

17. No person shall exercise the rights of a member of a >o nclits 

society imless or until he has made such payment to the 
society m respect of membership, or acquired such mterest exercised 
in the society as may be prescnbed bj the rules or the 
bylaws of such society are made 

18. (1) No member of any society shall have more \ otes of 
than one vote m its affairs, provided that in the case of an “embers, 
equality of votes the chairman shall have a castmg 

lote 

(2) A society which has mvested anj part of its funds 
in the shares of another societ}, ma^ appoint one of its 
members to vote m the affairs of such other registered 
society 

19. (1) The transfer or charge of the share or mterest Restnc- 

of a member m the capital of a society shall be subject to of 

such conditions as to maximum holdmg as may be prescnbed «5bare or 
by this Act or by the rules interest 

(2) A member shall not transfer anv share held by 
him or his mterest in the capital or property of any society 
or any part thereof unless— 

{a) he has held such share or mterest for not less than 
one year, and 

(6) the transfer or charge is made to the society or to a 
member of the society or to a person who^e apphcation for 
membership has been accepted by the society 
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Duties of societies 

Address of 20 Every society shall have an address registered 
societies m accordance with the rules to which ill notices and 

communications may be sent and shall send notice in writing 
to the Retustrar of any change in the said address vithm 
30 dais of such change 

STeS „ 21 Ever) societ) shall keep open to mspection at 

to be open all reasonable times at tlie registered address of the 

to inspco society— 

tion •' 

(fl) a cop) of this Act 

(6) a copy of the rules goieriiing such societi 

(c) a copy of the by laws of such societ) and 

(d) a register of its members 

22 (1) The Eegistrai shall by himself or by some 
person authorised by him in writing b) general oi <»peoial 
order m this behalf audit the accounts of cv cry societ) once 
at least in eveiy year 

(2) The audit under sub section (1) shall include an 
examination of oi erdue debts if am the verification of cash 
balance and securities and a i ablation of the assets and 
liabilities of the society 

(3) The Registrar or other person auditing the accounts 
of any sociot) sli ill have free access to the bool s accounts 
and vouchers of such society and shall be allowed to icrify 
its cash balances and secnnties 

The Directors Managers and other oflicers of the societ) 
shall furnish to the Registrar or other person appointed to 
audit the accounts of a society all such information as to its 
transactions and worl mg as the Registrar or such person 
may require 

(4) The Registrar and eiety other person appointed 
to audit the accounts of a society shall hai e power when 
necessary— 

(i) to summon at the tune of his audit any officei agent 
servant or member of the society who he has reason to behei e 
can give valuable information m regard to any tiansaction 
of tho society or the management of its affaus or 

(^^) to require the production of any bool or document 
relating to the affairs of any cash or securities belonging 
to the society by the ofiB.oer agent servant or member m 
possession of sufch book document cash or securities 
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privileges of someiies 

23. See s 18 of Act II of 1912 

24. Subject to any prior claim of Government m Pnor claim 
respect of land revenue or any money recoverable as land- society, 
revenue or of a landlord m respect of rent or any money 
recoverable as rent, 

(a) any debt or outstandmg demand owing to a society 
by any member or past member shall be a first charge 
(i) upon crops or other agricultural produce raised in whole 
or m part with a loan taken from the society by such member 
or past member, and {ti) upon any cattle, fodder for cattle, 
agricultural or industrial implements or machmery or raw 
matenals for manufacture or workshops, godown or place 
of busmess, supphed to or purchased by such member or 
past member m whole or m part from any loan whether m 
money or goods given him by the society, 

Provided that nothing contained in this clause shall 
affect the claims of any hona fide purchaser oi transferee 
for value without notice of any such crops or other agri¬ 
cultural produce, cattle, fodder for cattle or raw materials for 
manufacture or workshops or agncultural or industrial 
implements, and 

(b) any outstandmg demands or dues payable to a 
liousmg society by any member or past member in respect 
of rent, shares, loans, or purchase money or any other nghts 
or amounts payable to such society shall be a first charge 
upon his interest in the immoveable property of the society 

25. See s 20 of Act II of 1912 

26. See s 21 of Act II of 1912 

27. (1) On the death of a member of a society such Transfer of 
society may within a penod of one year from the death of 

such member transfer the share or mterest of the deceased member 
member to a person or persons nominated in accordance 
with the by laws of the society It duly admitted a member 
of the society, m accordance with the rules or the by laws 
of the society, or, if there is no person so nommated, to such 
person as may appear to the Committee to be the hen oi 
legal representative of the deceased member if duly elected 
a member of the society, or may paj to such nominee, heir 
or legal representative, as the case may be, a sum representing 
the value of such member’s share or mterest as ascertained 
in accordance with the rules or by-laws 
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Provided that such nominee heir or legal representative, 
IS the case ma) be ma} require that pajment shall be made 
bv the society withm one >eai from the death of the member 
of the value of the share or interest of such member is 
certamed is afore aid 

(2) A societ) shall subject to the provisions of section 
25 and unless prev ented bv an order of a competent court paj 
to such nominee hur or legal repre entntivc as the case 
may be all othci monejs duo to the deceased member from 
the socictj 

(3) ill transfer and payments made bj a socictv m 
accordance with the provisions of this section sliall be valid 
and effectual against am demand made upon the societv 
bj aiiv other person 

28 See s 23 of irt II of ISjo 

29 Sec s 21 of Ad 11 of 1012 

30 Sec s 2) of Id 77 of 1012 

\dmissibi 31 (1) V copv of an) entt) in an) bool register or 

copv° of regularlv 1 opt m the course of busine m the possession 

entn as of a socictv shall if dul) certified m such manner as mav be 

evidence presonbed b) the rules be admissible m evidence of the 

OMstenco of the entn and shall be admitted as evidence of 
the matters and transactions therein recorded m cv cry case 
where and to the simc e\tent to which the original entry 
would if produced have been admissible to prove such nutter 

(2) In the case of such societies as Govinimint by 
general or special order may direct no officer of a society 
shall in anv legal proceedings to winch the socict) is not a 
party be compelled to pioducc an) of the society s 1 ool s 
the contents of which can he proved vmdor sub section (1) 
01 to appear as a witness to prove the matters tniisnctions 
and accounts theiem recorded unless b) ordei of the Comt 
or a Judge made for special cause 

32 See s 27 of Ad 77 of 1912 

Powci to 33 (1) The Governor Gcneinl m Council hr notification 

from’’* in the Gaycttc of India may in the case of am society or 
income class of societies remit the income tn\ or suptx fa\ payable 
tax stomp jn respect of the profits of the society or of the dividends 
trEond or other payments received by the memhors of the society 
Court on account of profits or in respect of interest on secuiitics 
held by the somet) 
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(2) The Local Go\ eminent hv notification in the Bombay 
Government Gazette maa, m the c'i<« of any society or 
cla^s of societies remit— 

(fl) the stamp duty with which under any law for the 
tune bemg m force mstruments executed by or on behalf 
of a societj or by an office^ or member and relatmg to the 
bu'sinoss of the societv or any cla'^s of such instruments or 
awards of the Eegi'^trar or arbitrators under this Act are 
respectively chargeable, and 

(6) any fee payable under the law of registration and of 
court fees for the time being m force 

33A. "With such safeguards as may be prescribed Government 
by rules m this behalf Goi emment may give loans to societies 
• or guarantee the payment of mterest on debentures issued puarantee 
bv*them 


Property and funds of societies. 

34. (1) Except with the general or special sanction Rpstrichons 
of the Begistrar a society shall not make a loan to any person 1““" 
other than a member 

(2) Sale with the sanction of the Kegistrar, a society 
with unlimited babdity shall not lend money on the security 
of moveable property 

(3) Government mav, by general or special order, 
prohibit or restrict the lendmg of money on mortgage of 
immoi cable property bj any society or ola'is of societies 

35. See s 30 of Act 11 of 1912 

36. Consumers’, Producers’ and Housmg Societies may Re'.tnotions 
to the extent pemutted by then: by-laws trade with persons tnnsaobons 
who are not members, but the transaction of a Eesource with non- 
society with persons other than members except as provided member'! 
under section 34 or 35 shall be subject to such prohibitions 

and restnotions if anj as Government may by rules prescnbe 

37. A society mav mvest or depo'ut its funds— Investment 

(a) in the Government Savmgs Bank, or 

(5) m any of the securities specified m section 20 
of the Indian Trusts 4ct, 1882 or 

(c) in the shares or on the security of any other society 
provided that no such ini estment shall be made m the shares 
of any society other than one with limited Lability or 
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(d) with any bank or person carrying on the business 
of banking approved for this purpose by the Kegistrar; or 

(e) in any other mode permitted by the rules. 

HesMptions 38. No society shall pay a dividend to its members 
on dividend. a rate exceeding 10 per cent. 

Reserve 39, (1) Every society which does or can derive a 

““ ' profit from its transactions shall maintain a reserve fund. 

(2) In the case of a Resource or Producers’ society at 
least one-fourth of the net profits of the society each year 
shall be carried to the reserve fund and in the case of any 
other society at least one-tenth of the net profits of the 
society each year shall be carried to the reserve fund, and 
such reserve fund may be used in the business of the society 
or may be invested, subject to the provisions of section 37, 
as Government may^ by general or special order direct, or 
may, with the previous sanction of Government, be used 
in part for some public purpose likely to promote the 
objects of this Actor for some purposes of provincial or 
local interest. 

Hestrlotlons 40. Subject to the provisions of section 38 the balance 
buRon of profits of a society after making the prescribed provision 

profits. for the reserve fund may, together ndth any available profits 
of past years, be distributed among its members, and in the 
case of Consumers’ and Producers’ societies, also among 
persons who arc not members, to the extent and under the 
conditions prescribed by the rules or by the by-laws of such 
societies, provided that:— 

(a) in the case of a Resource society on a basis of un¬ 
limited liability in which the members do not hold shares, 
no distribution of profits shall be made without the general 
or special order of Government in this behalf; and 

(b) in the case of a Resource society on a basis of 
unlimited liability in wliich the members.hold shares, no 
such distribution of profits shall be made until 10 years 
from the date of registration of the society have elapsed. 

. Provident 41. Any society may establish a provident fund for 
Fund. its members out of contributions from such members m 
accordance with by-laws made by the society in this behalf 
and may contribute to. such provident fund from its net 
profits, after the prescribed payments have been made to 
the reserve fund, provided that such provident fund shall 
not be used in the business of the society but shall be invested 
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under the provisions of section. 37 and provided further 
that no part of such provident fund shall be considered as an 
asset of the society 

42 ^’lith the approval of the Bombay Central Co Contnbu 
operitn e Institute md after the payments prescribed by 

sub section (2) of section 39 have been made to the reserv e purpose 
fund any society may— 

(а) set aside a sum not exceedmg 20 per cent of its 
net profits and 

(б) utilise from time to time the whole of such sum in 
contnbutmg to any public or co operative purpose or to a 
charitable purpose as defined in section 2 of the Charitable 
Endowments Act 1890 (VI of 1890) 

Impechon of affan » 

43 (1) The Registrar may of lus own motion by incmri by 
himself or by a person dulv authorised bj him in writing Registrar 
in this behalf hold an inquny into the constitution working 

and financial condition of a societj 

(2) The Registrar shall hold such an inquiry as is 
contemplated in sub section (1) of this section — 

(а) on the requisition of a societv dulj authorised bj 
rules made in this behalf to make such requisition in respect 
of one of its members such membei being itself a societv 

(б) on the application of a majontj of the Committee 
of the society 

(c) on the apphcatiou of out third of the members of 
the society 

(3) All officers and members of the societv whose affairs 
are investigated shall furnish such information in their 
possession in regard to the affairs of the society as the 
Registrar or the person authorised bv the Registrar may 
require 

(4) The result of any mquirj under this section shall be 
commumcated to the society whose affairs have been 
investigated 

44 (1) The Registrar may on the apphcation of ainspeotioa 
creditor of a societv inspect or direct some peison authorised 

by him bj order in writing m this behalf to mspect the society 
books of the society 

Provided that— 

(a) the appheant satisfies the Registrar that the debt 
18 a sum then due and that he has demanded payment 
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thereof and lias not received satisfaction within a reasonable 
time; and 

(6) the applicant deposits with the Registrar such 
sum as security for the costs of the proposed inspection 
as the Registrar may require. 

(2) The Registrar shall communicate the result of any 
such inspection to the creditor. 

45. Where an inquiry is held under section 43 or an 
inspection is made under section 44 the Registrar may 
apportion the costs, or such part of the costs as he may 
think right, between the society, the members or creditor 
demandmg the inquiry or inspection, the officers or former 
officers, and the members or past members of tbe society. 

Provided that— 

(o) no order of apportionment of the costs shall be 
made under this section unless the society or persons liable 
to pay the costs thereunder has or have been heard or has 
ox have had a reasonable opportunity of being heard; 

(6) the Registrar shall state in writing under his own 
hand the grounds on which the costs are apportioned. 

46. Any sum awarded by way of costs under section 46 
may be recovered, on application by tbe Registrar to a 
Magistrate having jurisdiction in the place where the person 
from whom the money is claimable actually and voluntarily 
resides, or carries on business, by the distress and sale of any 
moveable property within the limits of the jurisdiction of 
such Magistrate belonging to such person, and such Magis¬ 
trate shall proceed to recover tbe same in the same manner 
as if it were a fine imposed by himself. 

Liquidation and arbitration. 

47. If the Registrar, after an inquiry has been held 
under section 43 or after an inspection has been made under 
this section unless the society or persons made by three-fourths 
of tbe members of a sodely present at a special general 
meeting, called for the purpose or of his own motion,- in the 
case of a society that has not commenced working, or has 
ceased working, or possesses shares or members’ deposits 
not exceeding Rs. 500, is of opinion that the society ought 
to be wound up, he may issue an order directing it to be 
wound up, and when necessary, may appoint a liquidator 
for the purpose and fix his remuneration. 



48. 'Where it is a condition of the registration of a society 

society that it shall consist of at least ten members who are be 
majors, the Eegistrar may by order in WTiting direct the if^ember- 
society to be wound up, if at any time it is proved to his 
satisfaction that the membership has been reduced to less ™ ' 

than ten such members. 

49. "When the affairs of a society for which a liquidator Effect of 
has been appointed under section 47 have been wound up, ®ion°of^' 
or, where no liquidator has been appointed, after two months re'Sstra- 
from the date of an order under section 47, or after coniirma- tion. 
tion of such order in appeal, the Eegistrar shall make an 

order cancelling the Eegistration of the society, and the 
society shall be deemed to be dissolved from the date of 
such order. 

50. A liquidator appointed under section 47 shall Powers of 
have power with the sanction of the Eegistrar to do all or 

any of the following things:— 

(а) pay any class or classes of creditors in full; 

(б) make any compromise or arrangement with credi¬ 
tors or persons claiming to be creditors or having or alleging 
themselves to have any claim, present or future, whereby 
the society may be rendered liable ; 

(c) to compromise all calls or liabilities to calls and 
debts, and liabilities capable of resulting in debts and all 
claims, present or future, certain or contingent, subsisting 
or supposed to subsist, between the society and a contri¬ 
butory or alleged contributory or other debtor or person 
apprehending liability to the society and all questions in 
any way relating to or affecting the assets or the winding- 
up of the society on such terms as may be agreed and take 
any security for the discharge of any such call, liability, 
debt, or claim and give a complete discharge in respect 
thereof; 

(d) from time to time to determine the contribution 
to be made or remaining to be mads by the members or 
past members or by the estates or nominees, heirs or legal 
representatives of deceased members or by any officer, to 
the assets of the society, such contribution including debts 
due from such members or persons; 

(e) to institute and defend suits and other legal proceed¬ 
ings on behalf of the society in the name of his office; 

(/) to issue requisitions under section 69 upon the 
Collector for the recovery as arrears of land-revenue of any 
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sum ordered by him to be recovered as dues from members 
or as a contribution to the assets of the society or to the 
cost of liquidation; 

(g) to get disputes referred to arbitration; 

(/i) to investigate all claims against the society and 
subject to the provisions of this Act to decide questions of 
priority arising out of such claims, and to pay rateably 
according to the amount of such debts, the surplus if any 
being applied in payment of interest from the date of liquida¬ 
tion at a rate to be fixed by the Eegistrar and not exceed¬ 
ing the contract rate; 

(i) to determine by what persons and in what pro¬ 
portion the cost of the liquidation shall be borne; 

{j) to give such directions in regard to the collection . 
and distribution of the assets of the society as may appear 
to him to be necessary for winding-up the affairs of the 
society; 

(i) to fix the time or times within w'hich creditors 
shall prove their debts and claims or be included for the 
benefit of any distribution made before those debts or claims 
are proved; 

(1) to carry on the business of the society so far as may 
be necessary for the benefieial winding-up of the same: 

^ Provided that no liquidator shall determine the contri¬ 
bution, debt or dues to be recovered from a past member or 
the representative of a deceased member unless opportuuitA* 
has been given to such past member or to such representative 
to answer the claim. 

50A. (1) Where, in course of the winding-up of a society, 
it appears that any person who has taken part in the organi¬ 
sation or management of the society or any past or present 
chairman, secretary, member of the managing committee or 
officer of the society has misapplied or retained or become 
liable or accountable for any money or property of the society 
or has been guilty of misfeasance or breach of trust iu rela¬ 
tion to the sociely, the Registrarmay, on the application of 
the liquidator or of any creditor or contributory, examine into . 
the conduct of such person and make an order requiring him 
to repay or restore the money or property or any part there¬ 
of respectively with interest at such rate as the Registrar 
thinks just or to contribute such sum to the assets of the 
society by way of compensation in regard to the misappli¬ 
cation, retainer, misfeasance or breach of trust as the Regis¬ 
trar thinks just. 
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(2) This section shall apply notwithstanding that the 
act is one for which the offender may be criminally respon¬ 
sible. 

51. Save in so far as is expressly provided in this gar or suit 
Act no civil court shall take cognisance of any matter in winding- 
connected with the winding-np or dissolution of a society dfssoluUon 
under this Act and when a winding-up order has been made matters, 
no suit or other legal proceeding shall lie or be proceeded 

with against the society except by leave of the Registrar • 
and subject to such terms as he may impose. 

52. After all the liabilities including the paid-up share- Disposal of 
capital of a cancelled society have been met, the surplus surplus 
assets shall not be divided amongst its members but they 

shall he devoted to any object or objects described in the 
by-laws of the society and when no object is so described to 
any object of public utility determined by the general meeting 
of the society and approved by the Registrar or they may in 
consultation with them either be assigned by the Registrar 
in whole or in part to any or all of the following:— 

(а) an object of public utilily of local or communal 
interest; 

(б) a charitable purpose as defined in section 2 of the 
Charitable Endowments Act, 1890; 

(c) the Bombay Central Co-operative Institute, or 
may be placed on deposit with a Central Co-operative Bank 
until such time as a new society with similar conditions is 
registered when with the consent of the Registrar such 
surplus may be credited to the reserve fund of such new 
society. 

53. Where the society directed to be wound up is a Sui-plus 
housing society, its assets, both moveable and inmoveable, fjouVmg* 
shall for the purposes of winding-up or dissolution of tlie society, 
society jointly vest, subject to all rights and equities, in 

three persons of whom one shall be nominated by the 
Registrar, one shall be nominated by the said Society in 
a general meeting specifically called for the purpose and 
one shall be nominated by the Bombay Central Co-operative 
Institute. Such persons shaU, for the purpose of winding- 
up or dissolution of the Society be Joint Liquidators and 
shall have all the powers of a' liquidator under this Act. 

They may, with the sanction of the Registrar, continue the 
working of the society, or may, subject to his sanction and in 
consultation with the members of the society in a general 
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Arbitration 


Attachment 

before 

a^^a^d 


meeting, reconstruct the society or may sell ofE the premises 
of the society to the best antage of all interests concerned, 

anr? irlien all ftia Italnllfiae nt fl^n CAnlnf^r oxn Yvin4- vnmr 


54. If any dispute touching the busmoss of a societj 
arises betireen nuanhers or past members of the societ} or 

K ns chunmg through a member or past member or 
Jen members or past members or persons so claiming 
and any officer, agent, or servant of the society or between 
the society or its committee an) officer, agent, membei or 
servant of the society, rt shall be referred to the Registrar for 
decision by himself or his nominee, or if either of the parties 
so desires, to arbitration of three arbitrators vho shall be 
the Registrar ox his nominee and two persons of whom one 
shall be nominated by each of the parties concerned 

A dispute shall mdude claims bv a societj for debts 
or demands due to it from a member or past m<miber or the 
hens or assets of a past member rhether such debts or 
demands be admitted or not 

Provided that if the question at i«sue between a society 
and a claimant, or between different chimants is one im oK mg 
complicated questions of law and fact, the Reeistnr mi), 
if he thinhs iit, suspend proceedings in the matter until the 
question has been tried by a regular suit instituted by one of 
the parties or by the society If no such suit is instituted 
witlun SIX montlm of the’Registrar’s ordei suspending 
proceedings the Registrar shall take action as hid down in 
paragraph 1 of this section 

55. I^Tiere a dispute has been referred to the Registrar 
under section 64 or to arbitration undei clause (o) of sectiou 
50, the Registrar or his nominee or the aibitrators, as the 
case may be, if satisfied on inquiri or otherwise, that a party 
to such arbitration with intent to delay or obstruct the 
execution of any award that may be made— 

(a) is about to dispose of the whole oi any part of 
his properly, or 

(b) 18 ab’out to remove the whole or anv part of his 
property from the jurisdiction of the Registrar, 
may unless adequate security is furnished direct the condi¬ 
tional attachment of the said piopert) , and such attachment 
shall have the same effect as if made by a competent Cml 
Court 
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56. Any party aggrieved by any decision of tbe Appeal 
Registrar’s nominee made under section 54 or an order award of 
passed under section 56 by the Registrar’s nominee or arbitrator, 
arbitrators may Tvithin one month of tiie date of the award 

or order appeal to the Registrar and the ‘Registrar shall 
decide the appeal himself. 

57. An order passed in appeal under section 56 shall Finality of 
be final and conclusive. The award of the arbitrators or a 
decision by the Registrar or his nominee under section 64 

shall not be liable to be called in question in any civil or 
revenue court. 

58. Wherever in this Act it is provided that the Powers to 
Registrar or person duly authorised by general or special atte°ndance. 
order in writing by the Registrar in this behalf shall hold an 

inquiry under section 43 or shall make an inspection under 
section 44 or shall wind up a society or shall arbitrate, such 
Registrar, or person authorised, as the case may be, shall 
have the power to summon and enforce the attendance of 
witnesses including the parties interested or any of them and 
to compel them to give evidence, and to compel the produc¬ 
tion of documents % the same means and as far as possible 
in the same maimer as is provided in the case of a civil court 
by the Code of Civil Procedure, 1908. 

59. (1) Every order passed by a liquidator under Money how 
section 60, or by the Registrar or his nominee or arbitrators 

on disputes referred to him or them imder clause {g) of section 
50 or under section 64, every order passed in appeal under 
section 66 and every order passed by Government in appeal 
against orders passed under sections 50 and 64 shall, if not 
carried out, be executed— 

(a) on a certificate signed by the Registrar or a liquidator 
by any civil court in the same manner as a decree of such 
court; or 

(b) according to the law and under the roles for the time 
being in force for the redovery of arrears of land-revenue, pro¬ 
vided that any application for the recovery in such manner 
of any such sum shall be made to the Collector and shall be 
accompanied by a certificate signed by the Registrar or by 
an Assistant Registrar to whom the said power has been 
delegated by the Registrar. 

(J^ofe.—Rule 37A says;—“ When recovery of arbitration 
awards is made by village officKcs the Registrar shall have 
power to order the expenses of such recovery to be paid out 

0, CSA 19 
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of the funds of the society or by such party or parties in 
default as he may think fit accordmg to a scale laid down 
by the Registrar ”) 

(2) ‘When the property attached in execution of an order 
referred to in sub section (1) cannot be sold for want of 
buyers, the same may be handed over to a society with the 
previous consent of the Registrar on such terms and condi¬ 
tions as may be agreed upon between the Collector and the 
said society 


Offences 

Default by 
a society 
offtcer or 
member 



a sooiet'^ 
etc 


"Wilful 
tumishmg 
<of false 
informaUon 
Dis¬ 
obedience 
of sum 
mons re¬ 
quisition or 
order 


Penalty for 
offences 
not otber- 
■wise pro¬ 
vided for 

Prohibition 
of the use 
of the 
word co¬ 
operative 


60. It shall be an offence under this Act if— 

(а) a society with a workmg capital of Rs 50,000 or 
more or an officer or member thereof fails without anv 
reasonable excuse to give any notice, send any return or 
document, do or allow to be done anything which the sociely, 
officer or member is by this Act required to give, send, do or 
allow to be done or 

(б) a society or an officer or a member thereof wilfully 
neglects or refuses to do any act or to furmsh any information 
required for tiie purposes of this Act by the Registrar or other 
person duly authorised by him m writing in this behalf or 

(o) a society or an officer or member thereof wilfully 
makes a false return or furnishes false information or 

{d) any person wilfully or without any reasonable excuse 
disobeys any summons, requisition or lawful wntten order 
issued under the pro% isions of this Act or does not furnish 
any informatiou lawfully required from him by a person 
authonsed to do so under the provisions of this Act 

6 L Every society, officer or member of a society or 
other person guilty of an offence under this Act for which no 
penalty is expresdv provided herein shill be hable to a fine 
not exceedmg Rs 60 

62. (1) Ho person other than a registered societj shall, 
without the sanction of Government, tnde or carry on busi¬ 
ness under any name or title of which the word " co¬ 
operative " or its vernacular equivalent forms part 

Provided that nothmg m this section shall apply to the 
use by any person or his successor m mterest of any name 
or title under which he tended or earned on busmess at the 
^date on which this Act comes mto operation 
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(2) Whoever contravenes the provisions of this section 
shall be punishable with fine which may eictend to fifty 
rupees and m the case of a contmumg ofience vith further 
fine of five rupees for each day on which the offence is continued 
after conviction therefor 

63. (1) No court inferior to that of a Presidency, Magis- Cognizance 
trate or a Magistrate of the first class shall try any offence offences 
under this Act 

(2) Notwithstandmg anythmg contamed m the Code of 
Criminal Procedure, 1898, every (rfEence imder this Act shall, 
for the purposes of the said Code, be deemed to be non- 
cogmsable 

(3) No prosecution under this Act shall be lodged 
without the previous sanction of the Registrar, which shall 
not be given except after hearing the party concerned 


Appeals and temston 

€4. An appeal against an order or decision of or Appeals 
sanctioned by the Registrar under sections 10, 16, 46, 47, 

50, 60A or 64 may be made by any party aggneved or 
affected by the order or decision to Government within 
two months of the date of the commumcation of the 
order 

64A. The Government and the Registrar may call for Power ol 
and examine the record of any mquuy or the proceedmgs of 
any officer subordinate to them for the purpose of satisfying Registrar 
themselves as to the legahty or propriety of any decision or 
order passed and as to the regularity of the proceedmgs of ing 0 ™°^® ' 
such officer If m any case, it shall appear to the Govern- sAordinate 
ment or the Registrar that any decision or order or^'to^pass 
proceedings so cafled for should be modified, annulled or orders 
reversed Sie Government or the Registrar, as the case may 
be, may pass such order thereon as to it or him may 
seem fit 


Miscellaneous 

G5_. (1) All sums due from a societv or from an officer Recoierj 
or member or past member of a societj as such to Govern- P* due 
ment, may be recovered accordmg to the law and under the ment''^™" 
rules for the tune bemg in force for the recovery of arrears 
of land-revenue 
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(2) Sums due from a society to Government and 
•recoverable under sab'section (1) may be recovered, firstly, 
from the prepay of the society; secondly, in the case of a 
society of which the liability of the members is limited, 
from the members or past members subject to the limit of 
their liability; and, thirdly, in the case of other societies, 
from the members or part members. 

^ (3) The liability of past members shall in all cases be 
subject to the provisions of section 28. 

66. See s. 46 of Act II of 1912. 

Power to 67. Government may, by general or special order to be 
socieSes published in the Bombay Government Gazette, esempt 
from provU any society or class of societies from any of the provisions of 
slons of Qj. jjjgy ^at such provisions shall apply to 

such society or class of societies with such modifications as 
may be specified in the order; provided that no order to the 
prejudice of any society shall be passed without an oppor¬ 
tunity being given to such society to represent its 
case. 

Companies provMons of the Indian Companies Act, 1913, 

Act not shall not apply to societies, registered under this Act. 
to apply. 

em ° Co-operative Society registered outside the 

sooikies, Bombay Presidency, which has or ertafehes a branch or 
outside the place of husmess in the Bombay Presidency shall, within six 
Presidency, commencement of this Act or from the 

establishment of such branch or place of business, file with 
the Eegistrar a certified copy of the by-laws and amendments 
and, if these are not written in the EngKsh language, a 
certified translation in English thereof, and shall submit to 
the Begistiax such returns and information as are submitted 
by sinmar societies in the Bombay Presidency in addition 
to those submitted to the Registrar of the province where 
it is registered. ’ . 

Notice 70, No suit tiiafl be instituted against a society or any 

fn snit^ of its officers in respect of any act toucMng the business of the 
society until the expiration of two months next after notice 
in writing has been delivered to the Registrar or left at his 
• office, stating the cause of action, the name,^ description 
and place of readenoe of the plaintiff and the relief which he 
ftlgiTwa ; and the plaint shall contain a statement that such 
notice has been so delivered or left. 
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71. (I) Govemment may, for the whole or any part^iuies 
of the presidency and for any society or class of societies, 
make rules to carry out the purposes of this 4ot 

(2) In particular and without pre]udioe to the generahty 
of the foregomg power such rules may— 

{a), (jb), (c) and (d) as in Act 11 of 1912, 

(e) provide for ascertaimng the value of a deceased 
member’s shaie or interest, 

(/)i {9% W and (t) as m Act II of 1912, 

(j) provide for the persons by whom and the form in 
which copies of documents or entries in books of societies 
may be certified, and for the charges to be levied for the 
supply of such copies, 

(h) as in Act IT of 1912, 

(1) as m (o) Act II of 1912, 

(ot) presonbe the prohibilaons and restrictions subject 
to which societies may trade with persons who are not 
members, 

(w) and ( 0 ) as in (p) and (g) of Act II of 1912, 

(p) prescribe the conditions under which profits may be 
distributed to the members of a society and the maximum 
rate of dividend which may be paid by societies, 

(g) prescribe the procedure to be followed m presentmg 
and disposmg of appeals, 

(0 provide for securing that the share capital of any 
society shall be variable in such a way as may be necessary 
to secure that shares shall not appreciate m value and that 
necessary capital shall be available for the society as required 

(s) provide that persons qualified under the by laws 
of a society shall not be exclude from membership without 
due cause, 

(t) prescribe the procedure to be followed by a 
liqmdator appomted under section 47, 

{«) prescribe the mode of appomtmg an arbitrator or 
arbitrators and the procedure to be followed m proceedings 
before the Eegistrar or such arbitrator or arbitrators and 
for fixing and levymg the expenses of determining the dispute, 

(u) provide for the issue and service of processes and 
for proof of service thereof, 

(w) provide for the writing off of bad debts, 

(®) a<« in (C) of Act II of 1912, 



APPEHDrX I 


(y) provide for tlie 'withdra'wal and expulsion of members 
and for the pajments to be made to them and for the habihties 
of past members, 


(z) provide for the nomination of a person to whom 
the interest of a deceased member may b** paid or transferred, 
(flfl) prescribe the cases m which an appeal shall he 
from the order of a hqmdator appomted under section 47 


(ih) provide for the inspection of documents in the 
Registrar s ojBBce and the levy of fees for granting certified 
copies of the same. 


(cc) prescribe the procedure to be followed for the 
custody of property attached under section 65, 

(dd) provide for the payment of contributions at such 
rates and subject to such conditions as may from tune to 
time be prescnbed by Co operative Societies to anj provident 
fund which may be estabhshed for the benefit of officers 
and servants employed by them, and 

(ee) prescnbe the penod and terms under which 
Government aid may be given to Co operative Societies and 
the terms under which the Government may guarantee the 
payment of interest on debentures issued by registered 
societies 


(3) Government may, subject to such conditions if any, 
as it thinks fit delegate all or any of its powers to make 
rules under this section to any authority specified in the 
order of delegation 

(4) The power to make rules conferred bv this section 
is subject to the condition of the rules hemg made after 
previous pubhcation 

(5) The rules so made shall he laid on the table of the 
Bombay Legislative Council for one month previous to the 
next session thereof and shall be hable to be rescmded or 
modified by a resoluiuon of the said Council tabled at its 
next session 


Saving of 72. (1) Every society now existing which has been 
existing registered under the Cooperative Credit Societies Act, 
X of 1904, 1904, or under the Co operative Societies Act, 1912 shall be 
II of 1912' deemed to be registered under this Act, and its bvlaws 
shall, so far as the same are not inconsistent with the express 
provisions of this Act, continue in force until altered or 
rescmded 
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(2) All appointments, rules and orders made, 
notifications and notices issued and suits and other proceed- 
mgs mstituted, under the said Acts shall, so far as may be, 
be deemed to have been re^ectively made, issued and 
instituted under this Act 

73. The enactments specified m the Schedule are hereby Hepeal 
repealed in so far as they apply to the Bombay Presidency 
to the extent <!pecified in the fourth column of the said 
Schedule 


SCBEDTILE 


Emctmmts repealed 
(See section 73) 


Year 

No 

Short t tie 

Extent of 
repeal 



Act^ of the Oovemor Oeneral 
in Council 


1912 

n 

The Co operative Societies 

Act 1912 

The whole 

1920 

xxxvm 

The Bevolufaon Act, 1920 

So moch as re 
lates to Act 11 
of 1012 



Act of the Gotmor of 
Bombay tn Courtetl 

j 

1920 

I 

The Eomhav lAnd Bevenue 
Code (Amendment) Act 

1 1920 

The whole 
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BUR A ACT No. VI OF 1927. 


Passed by the Legislative Codlcil 

{Received the assent of Ets Excellency the Governor on the 18(?i 
February, 1927, and of His Excellency the Governor- 
General on the 4ih May, 1927, and published m the Burma 
Gazette of the 4tk June, 1927 ) 


Au Act to con'solidote and amend the Ian relating to Co operative 
Societies m Burma 

irHEBEAS it IS expedient to consolidate and amend tlie 
law relatmg to Co operative Societies m Burma, And Whereas 
tlie previous sanction of the Governor General under sub 
section (8) of section 80A of the Government of India Act 
has been obtamed to the passmg of this Act, It is hereby 
enacted as follows — 


Fidimvnary 

Short title !• (1) This Act mar be called the Burma Co operative 
and extent Societies Act, 1927, and 

(2) It extends to the whole of Burma 

Definitions 2, In this Act, unless there is anything repugnant m 
the subject or context— 

(c) " by laws ” means the registered by laws for the 
tune bemg m force, 

(6) “ Committee ” as m Act 11 of 1912, 

(c) a society is said to be “ limited ” where the habihty 
of its mranbers for the debts of the society m 
the event of its hqmdation is declared by its 
by laws to be limited (a) to the amount payable 
on the shares respectively held by the members, 
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or (5) to sucL amouiit as tke members may res 
pectively undertake to contribute to the assets 
of the society, 

(d) " Officer ” as in Act II of 1912, 

(e) “ Co operatn e Society ” means a society registered 

under this Act, 

{/) “Eegistrar ” as in Act II of 1912, 

{g) Buies ” as m Act II of 1912 

3. Subject to the provisions heremafter contamed, a Rejnstri 
society which has as its object the promotion of the economic 
interests of its members m accordance with co operate e 
prmciples or a society established with the object of facihtat 

mg the operations of such a society may be registered under 
this Act 

4. (1) No person other than a Co operative Society the’use” 
shall without the sanction of the Local Government trade of the ^ ord 
or carry on business under anv name or title of which the ^ oo opera 
word “ CO operative ’ or its vernacular eqmvalent is part 
provided that nothing m this sub section shall apply to the 

use by any person or his successor m mterest of any name 
or title under which he lawfully traded or carried on busmess 
at the date on which this Act comes mto operation 

(2) Whoever contravenes the provisions of sub section 
(1) shall be punishable with fine which may extend to fifty 
rupees and m the case of a contmuing offence with further 
fine of five rupees for each day on which the offence lo con 
tinned after conviction therefor 

5 Everv society nov existing which has been registered Savinp of 
under the Co operative Credit Societies Act 1904 or the sMleOes 
Co operative Societies Act 1912 shall be deemed to be X of 1904 
registered under this Act and its by laws shall so far as the 
same are not inconsistent with the express provisions of this 
4ct continue m force until altered or rescmded 


6 Cf section 46, A<at II of 1912 


7 Cf section 45, Act II of 1912 


from proM 
•'ions of 


the Vet 


Power to 
exempt 


•societies 
from condl 
tions as 
to reglstra- 
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Indnn 8 Cf s&ition 48 Ad, 11 of 1912 

Companies 

Act 19i3 

wss?? 

The Regis- 9 The Local Government may appoint a person to be 
Registrar of Co operative Societies for the "whole of Burma 
or any portion of it and may appoint persons to assist such 
Registrar 

LiabiUty of 10 Unless the Local 6oi emment by general or special 

Socmtfe” otherwise directs— 

(а) a society shall be registered as limited ’ if any 

of its members is a society, 

(б) no society shall be registered as limited if its objects 

include the creation of funds to be lent to its 
members and the majority of its members are 
agncnltunsts none of the members being a 
society, and 

(c) no society shall be registered as limited by shares 
unless its by laws prescnbe that no member, 
other than a Co operative Society as member, 
shall hold more than one fifth of the share 
capital of the society or have any mterest 
m the shares of the society exceeding one 
thousand rupees 

Linuted 11 TlTien a society is registered as limited the word 

beMUorto "l™ited” or the vernacular equivalent shall be stated as 
m name of the last word of the name of the society wherever the name 
society appears 

Conditions 12 Every apphcation for the registration of a society 
shall conform to the foflowmg requirements — 

(а) the application shall be accompamed by a copy 

of the proposed by laws of the society which 
shall state the objects of the society, 

(б) where all the appheants are mdiyiduals they 

shall mclude at least ten persons who there 
by undertake to become members of the 
society, 

(c) every one of ike appheants who is an individual 

shall be above the age of eighteen years, 

(d) where the objects of the society include the creation 

of funds to be lent to its members and where 
all the appheants are individuals all the 
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applicants shall reside m the same town or 
village or in the same gronp of villages provided 
that the Registrar may consent to registration 
on the ground that the applicants are of the 
same tribe class caste or occupation 
(e) the apphcation shall be signed by every one of the 
appheants who is an individual and by a person 
duly authonsed on behalf of every society 
which IS an apphcant, 

(/) the application shall be presented to the Registrar, 
and the appbcants shall furnish to him all 
such information about the society as he may 
requure 

13 The Registrar shall decide all questions as to Power of 
whether any application conforms to the requirements 
section 12 and whether the objects of the society are m certain 
accordance with section 3 questions 

14. If the Registrar is satisfied that the apphcation Bewstration 
and the proposed by laws are m order he shall unless for “ctoVi 
reasons given to the appbcants he sees fit to refuse register 
the society with such hv laws and shall issue to the applicants 
a certificate of registration which shall be conclusive evidence 
that all the requirements of this Act and the rules m respect 
of registration have been comphed with 

15 (1) Every amendment of the by laws o^ a Co \mendment 
operative Society (whether by wav of cancellation addition a 
or alteration) shall be forwarded by the society to the society 
Registrar who shall if such amendment is m order register 

the amendment and issue to the society a copy thereof 
certified to he duly registered provided that the Registiar 
may for reasons giien to the society refuse to register the 
amendment 

(2) No amendment of any by laws shall he vahd until 
its registration is so certified 

JHzffhts and, habihties of members 

16 No person H hall exercise the rights of a member Member not 
of a Co operative Society unless or until he has made such 
payment to the society in respect of membership or acquired due pay 
«uch interests m the society as may be presenbed by the 

rules or by the by laws of such society 

1 
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Votes of 17. Each member of a Go operative Society shall have 

tne ers \ote only as a member in the afiairs of the society 

Provided that a Co operative Society which is a member of 
any other Co operative Society shall have as many votes as 
may be prescnbed bv the by laws of such other societv and 
may, subject to such by laws appoint any number of its 
members not exceeding the number of such votes, to exercise 
its voting power 


Shares or 
Interest not 
hable to 
attachment 
III of 1909 
V of 1920 


18. Cf section 21, Act II of 1912 


Nomination 19. If the bv laws of a Co operative Society so provide 
any member of the society may nommate a person by name 
or designation to whom on such member’s death his share 
or interest shall be transferred and any money due to him 
from the society shall be paid 


Disposal of 20. When any member of a Co operative Society dies 
intere^of a ^^7 trainsfer his share or interest to the 

deceased nommee, if any nominated in accordance with section 19, or 
member if file existence and residence of such nominee cannot be 
ascertamed by the Comnuttee or for any other reason such 
transfer cannot be made without unreasonable delay, the 
Committee may transfer such share or interest to any person 
who (notwithstandmg the absence of probate, letters of 
adnunistration or succession certificate) appears to the 
Committee to be entitled to possession of such share or 
mteiest as part of the estate of the deceased member, 
provided always that the transferee shall be a person who is 
qualified to be the transferee of such share or interest m 
accordance with section 27, (6) if the nommee nominated m 
accordance with section 19 or the person appeanng to be 
entitled as aforesaid is not qualified m accordance with 
section 27 to be the transferee of the share or mterest of the 
deceased member, (i) m the case of a limited society the 
Committee shall pay to the nommee, or to the person appeaimg 
to be entitled as aforesaid, the value as detenmned m accor 
dance with the rules of the share or mterest of the deceased 
member, and shall transfer the said share or mterest to another 
person qualified in accordance with section 27 to be the 
transferee of the said share or mterest on receivmg 
from such person the value thereof, {li) m the case of an 
unlimited society the Committee shall pay to the nommee 
t'r the person appearmg to be entitled as aforesaid the value 
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determined m accordance 'with the rules of the said share or 
interest. 

21. When a member of a limited Co operative Society Disposal 
berng”itself a Co operative Society is ordered to be wound up fnterost o/a 
under section 45, or section 46, and a hquidator has been member 
appomted under section 47, the value of the share or mterest up 
of the society ordered to be wound up ehall on the apphcation 

of the hquidator be paid to him and the share or mterest 
shall be transferred by the Committee to another person or 
Co operative Society, qualified m accordance with section 27 
to be the transferee on receivmg from such person or society 
the value aforesaid 

22. AU moneys due from a Co operative Society to a Disposal 
deceased member other than payments m respect of 

share or mterest m the society shall be paid to the person deceased 
nommated m accordance with section 19 provided that if no than 
person has been so nommated or if the existence or residence share or 
of the nommee cannot be asoertamed by the Committee or *“terest 
if for any other reason payment cannot be made to him 
without unreasonable delay the Committee may pay such 
moneys to anv person appearmg to the Committee to be 
entitled to possession of the money as part of the estate of 
the deceased member 

23. When a member of a Co operative Society is Disposal 
expelled or resigns m accordance •with the ndes or the by laws mter^t of 
of the society or when a member becomes msane — expelled 

(а) m the case of a limited society the Committee or l^ane 

shall transfer his share or mterest to another members 
person qualified m accordance with section 27 
to be the transferee, on payment to the member 
who IS expelled or resigns or to the guardian 
of the member who becomes msane of the 
value, determined m accordance with the 
rules, of the said share or mterest 

(б) m the case of an unlimited society the Committee 

may either transfer the said member’s share 
or mterest to another person qualified under 
section 27 to be the transferee on payment of 
the value thereof to the e^elled or resigned 
member or the guardian of 'the msane member 
or, if the by la-ws so pro-vide, may pay to the 
said member or guardian the value, determined 
in accordance with the rules of the said share 
or mterest. 
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Application 
of Govern¬ 
ment 
Savings 
Banks Act. 

V of 1873. 


24. Subject to the provisions of sections 20, 21, 22 
and 23, if any person to whom any money is due- from a 
Co-operative Society dies or is a minor or becomes insane 
or otherwise incapable of managing his affairs the provisions 
of the Government Savings BanJks Act, 1873, shall, apply 
mutalis mutandis to the payment of such money and the 
powers conferred by that Act upon the secretary or any 
officer empowered imder section 4 of that Act shall be 
exercised by the Committee of the society. 


ofnersons ^^®’i®'“yf^raQsferorpaymentis made in accordance 

from with the provisions of sections 20, 21, 22, 23 or 24 the society 
liability. and all persons shall be discharged from all liability to make 
such transfer or payment. 


of metiers liability of the members of every Co- 

■ operative Society for payment of the debts of the society 
on its dissolution shall be joint and several but subject, in the 
case of a limited society, to such limitation of amount as 
shall be provided by the by-laws. 


(2) Subject to any limitation of liability existing at the 
date of dissolution, p^sons who have ceased to be members 
of a Co-operative Society shall, for a period of two years retain 
their liability as members: Provided that a past member 
shall not be liable to contribute in respect of any debts of the 
society which can bo satisfied by contributions from present 
members, or in respect of any debt contracted after he ceased 
to be a member. 


(3) The estate of a deceased member shall be liable in 
like manner, and subject to the same restrictions, for a 
period of one year from the time of his decease. 


Restrlc- 27. No transfer or mortgage by a member of his share 

ti-msfer of interest in a Co-operative Society shall be valid unless— 
fnteresf share or interest for not less than 

one year; and 

(6) transferee or mortgagee is a member of such society 
or a person whose application for membership 
has been accepted, or b another society; 
and 


(c) the transferee or mortgagee is not prohibited from 
holding such share or interest by the provisions 
of thb Act or the rules or the by-laws of the 
society relating to the maximum amount of a 
member’s holdmg. 
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Duties of socuMies 


28i Every Co operative Society shall have an address, Address of 
registered m accordance with the rules to which all notices 
and communications may be sent, and shall send to the Societies 
Registrar notice of everv change thereof withm thirty days 
of such change 


inspection 


29. E^ ery Co operatii e Society shall keep open to Gop-^ of 
inspection free of charge at all reasonable times at the ^ct rules 
registered address of the society— ?PA° *9 

(o) a copy of this Act, 

(6) a copv of the rules govetmng such society, 

(c) a copy of the bv laws of such society, and 

(d) a register of its members 


30. (1) Every Co operative Society shall cause its ac- Audit 
counts to be audited once at least m every year by a person 
authorised m this behalf by the Registrar, by special or 
general order 

(2) Every audit shall mclude an exammation of over 
due debts, a verification of the existence of cash balances and 
securities, and a valuation of the assets and liabihties of the 
society 

(3) The auditor shall have a right of access to all 
books, papers, and thmgs m the possession or power of the 
society for the purposes of such audit and may call upon 
any officer, agent, servant or member of the society to furmsh 
such information and to render such assistance as may be 
reasonably required for the purpose of such audit 

(4) If any person fails to furmsh information or 
render assistance as required by sub section (3) he shall, on 
conviction by a Magistrate of the first class, be liable to a 
fine of rupees two hundred m respect of such default 


Privileges of Oo opei alive Societies 

31. Cf seotim 18, Act II of 1912 

32. Cf section 20, Act II of 1912 


Co-opera¬ 

tive 

Societies 
to be bodies 
corporate 


Charge and 
set-olr m 
respect of 
shares or 
Interest of 
member 
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4dmissiM- 33. (1) A copy of any entry in any book, register or 
of"^ooument regularly kept in the course of business in the possession 
or entry as of a C^o operative Sooiefy shall, if certified in such manner 
evidence as may be prescribed by the rules, be admissible m evidence 
of the existence of the document or entry 

(2) In the case of such Co operative Societies as the 
Local Government by general or special order may direct, 
no officer of a society shall m any legal proceedings to wbch 
the society is not a party be compelled to produce any of 
the society’s books, the contents of which can be proved 
under sub section (1), or to appear as a witness to prove the 
matters, transactions and accounts therem recorded, unless 
by order of the Court or a Judge made for special cause 

Exemption 34. Cf section 27, Act II of 1912 

from com 

nulsorv 

repistMtion 

of mstiu 

ments relat- 

ine to 

shares and 

debentures 

ot Co opeia 

tiie Societ-y 


Power to 
exempt from 
stamp duty 
and reqis 
tratlon- 
fees 


35. Cf section 28 (2), Act II of 1912 


Props) ty and funds of Co opoatiie Societies 

Restrictions 36. Cf section 29 (1) and (3) 
on loans 


Restrictions 37. A Co operative Society shall receive deposits and 
on borrow- loans from persons who are not members only to such extent 
and under such conditions as may be prescribed by the rules 
or by laws, and shall m reqiect of such deposits or loans 
make such provision for the mamtenance of flmd resource 
as the Eegistrar may, by^ general or special order m this 
behalf, prescribe 

Restrictions 38. Of section 31, Act II of 1912 

on other 
transactions 
with non¬ 
members 

Investment 39 Cf section 82, Act II of 1912 

of funds 
II of 1882 
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40 No part of tlie funds of a Co operative Society shall Funds not 
be divided by way of bonus or di\idend or otherwise among a-ndedby 
its members 

Provided that aftei at least one fourth of the net profits 
in anv year Ime been carried to a re3er\e fund payments 
from the remainder of such profits and from anv profits of 
past years available for distiibntion maj be made among 
the members to such extent and under such conditions as 
may be prescribed by the rules or bylaus 

Provided also that m the case of a Co operative Societj 
wluch IS not Imuted no distiibution of profits shall be made 
ivithout the general or special order of the Local Govern 
ment m this behalf 

41 Of section 34 Act II of 1912 Contribution 

•' to cbarl 

table 
purpose 
lofi890 

Inspectto i of affairs 

42 (1) The Registrar may of his own motion by him inquirj by 
self or by a person duly authorised ba lim m writmg m this Registrar 
behalf hold an inquiry into the constitution workmg and 
financial condition of a Co operative Society 

(2) The Registrar shall hold such an enquitv as is 
contemplated in sub section (1)— 

(а) on the apphcation of a majority of the Committee 

of the socie y 

(б) on the application of not less than one third of 

the members of the societ} 

(3) 411 officers and members of the society whose affans 
are investigated shall furnish such information m their 
possession m regard to the affairs of the society as the 
Registrar or the person authonsed by the Registrar may 
require 

(4) The result of any mqum imder this section shall be 
commumcated to the society whose affairs have been 
investigated 

43 Cf section 36 4.ct II oj 1912 Inspect on 

of books of 
indebted 
soc ety 

44 i;\Tiere an mqmry is held under section 42 or an Costs of 
inspection is made under section 43 the Registrar may 

C CSA 20 
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apportion the cost's or such put of the costs ns he mn) 
think right between the societ) the memherb or creditor 
demanding the inqmrv or inspection the officers or former 
officers and membere or past members of the ocictr 

iigi tdaUon and dissohtlzon 

TAmdngup 45 (1) If he Pegistrnr after m inquirv Inb buen 

held under section 42 or after an inspection has -been made 
under section 13 or on receipt of an application made b> 
three fourths of the member^ of a Co operative Socictj is of 
opimon that the sociei.} ought to be dis'soh e 1 he mav order 
the societj to be wound up 

('’) inv mcmbei of a Co oper iti\ c ®' 0 cietv mav within 
two months from the date of m order made under sub «!ection 
(1) appeal from such ordei 

(3) IVhcre no appeal is presented within two months 
from the making of an order for the winding up of a Co 
operative Society the otdm shall take effect of the evpirv 
of that period 

(4) TVTicre an appeil is presented within two months 
the order shall not take effect until it is confirmed bv the 
appellate authont) 

(j) The authont} to which appeals under tins section 
shall he shall be the Local Cov emment prov ided that the 
Local Government mav b} notification direct that •’ppoah 
shall he to such other authoritj as ma} be specified in the 
notification 

■Winding up 46 In the case of a Co operative Society of which all 

members members are individuals the Eegistrar maj order the 

are less society to be wound up if at any tunc it is proved to hi«5 
than ten satisfaction that the number of the members has been 
reduced to less than ten 

Lquldatlon 47 (1) Ilhere the Eegistrar has pa'^'sed an order 

under section 45 or section 16 for the wmding up of a Co 
operative Society he ma} forthwith appoint a competent 
person to be liquidator and such person notwithstanding 
anything m section 45 relatme to the time when the order 
for wmding up shall tnl e effect shall have pow er to take 
immediate possession of all assets belonging to the society 
and of all books records and other documents pertaining 
to the business thereof and to carr} on the busino'ss of the 
society so far as may be neces'tar} for tlie beneficial 
winding up of the same 
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(2) 4. liqniditor appointed under sub section (1) shall, 
as soon as the order of \Mnding up takes eftect, have 
pou er— 

(а) to institute and defend suits and other legal 

proceedings on behalf of the society by his 
name or ofSce, 

(б) from time to time to determine tlie debts pajable 

and the contribution to be made oi remainmg 
to be made by the members or past members 
or by the estates or nommees, heirs or legal 
representatives of deceased members oi by 
any officer, to the assets of the society In 
the case of a society which is not hmited such 
contiibutions shall be determmed at the 
discretion of the liquidator both as to the 
persons who shall be called upon to pay and 
the amounts which they shall pay, but without 
prejudice to any right of contribution amongst 
themselves, 

(c) to mvestigate all claims agamst the society, and, 
subject to the provisions of this Act, to 
decide questions of prionty aiising between 
claimants, 

id) to determine bj what persons and in what 
proportions the costs of the liquidation are to 
be borne, 

(e) in the case of a society winch is a member of a 
Co operative Society established with the 
object of guaranteemg sums borrowed by 
Co operative Societies which are its members, 
to determine, m accordance with the by laws 
of such guaranteemg society, at any stage 
of the pioceedings, the amounts which the 
other members of such guaranteeing society 
shall severally contiibute towards the discharge 
of the debts guaranteed by it 

(3) Subject to any lules, a hquidator appointed undei 
this section shall, in so far as such poweis are necessary foi 
Carrying out the purposes of this section, haae power to 
summon and enforce the attendance of witnesses and to 
compel the production of documents by the same means 
and (so far as may be) in the same manner as is provided V of 1908 
in the case of a Cn il Court under the Code of Civil Procedure. 

1908 





(4) W here an ippe-il from any order made bj a liquidator 
under this section is proMded for bj the rules it shall lie 
to the Court of the Distnet Judge 

(6) Orders made under this section shall ea^ e as p^o^ ided 
for by section 61 on appbcation be enforced as folloirs — 

(а) when made by a bquidator b^ anj Cnil Court 

haimg local jurisdiction in the some manner 
as a decree of such Court 

(б) when made bv the Couit of the District Judge 

on appeal m the same manner as a decree 
of such Couit made in anj suit pending therein 
Dissolution 48 (i) The Registiai maa cancel an order for the 

winding up of a Cooperitiae Socicti in an} case uhere in 
his opimon the society should continue to exist 

(2) In ana othei case the Pegishai ahallaftci considering 
the final report of the hquidatoi if ana h is been appointed 
order the registration of the socictj to be cancelled and 
thereupon the society shall cease to cms ns a corporate body 

Jurisdiction 49 Save in so far as is hereinbefore cxpicssl} provided 
Courts jmisdictiou in respect of an} 

matter connected with the dissolution or windiu" up of a 
Co operatia e Society under this 4ct 

Rules 

Rules 50 (1) The Local Goaernment ma} for the whole 

or any part of Burma and for ana Co operatia o Societ} or 
class of Co operative Societies make nilcs to cair} out the 
purposes of this Act 

(2) In particular and without prejudice to the oCnoralita 
of the foregoing power such rules ma}— 

(o) to (c) as in (a) to (c) of Act II of 1912 

(/) proaade for geneial and special meetings of the 
members and for the procedure at such meetin"s 
and the resolutions to be pissed at and the 
powers to bt exercised by such meetings 

(p) as in (p) of 4ct II of 1912 

(7j) prescribe the accounts and bool s to be kept b} a 
Co opeiative Society ind pioaidc for the audit 
of such accounts nud the charges if any to be 
made for such audit and for the periodical pub 
lication of a balance sheet showing the assets 
and liabilities of a societr 
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(t) ^prescribe the returns to be submitted by a Co opera¬ 
tive Society to the Eegistrar and provide for 
the persons bv whom and the form m which 
such returns shill be submitted , 

(j) provide for the persons by whom and the form in 
which copies of entries m boohs of Co operative 
Societies miy be certified, and for the charges 
to be levied for such copies , 

(h) as in (h) of Act II of 1912, 

(1) provide that my dispute touchmg the business of 
a Co operatii e Society between members or past 
members of the society or persons claiming 
through a member or past member or between 
a member or past member or persons so claim¬ 
ing and the Committee or an} officer shall be 
referred to the Registrar for decision or, if he 
so directs to arbitration, and prescribe the 
mode of appomtmg an arbitrator or arbitrators 
and the procedure to be followed m proceed¬ 
ings before the Registrar or such arbitrator or 
arbitrators and the enforcement of the deci¬ 
sions of the Registrar or the awards of arbitra¬ 
tors , 

(mi) proMde for the mode in which the value of the 
share or interest shall be ascertained for the 
purposes of sections 20, 21 and 23 and for the 
nomination of transferees imder section 19 , 

(n) to (?) as in (o) to (?) of Act II of 1912, 

(r) subject to the provisions of section 45, detenmne 

in what cases an appeal shall he from the orders 
of the Registrar and prescribe the procedure 
to be followed m presenting and disposing 
of such appeals, 

(s) prescribe the procedure to be followed by a 

hqmdator appointed under section 47, and the 
cases in vhich an appeal shall he from the 
order of such hqmdator, and 

(t) prescribe the remuneration which shall be payable 

to headmen or others employed to collect sums 
recoverable under section 61 in the same 
manner as arrears of land revenue 
(3) The Local Government may delegate, subject to such 
conditions if any, as it thinks fit, all or any of its powers to 
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make tviles undet tliis section to any authority specified in 
the order of (’ ’ 


(4) The power to malce rales conferred by this s 
subject to the condition of the rales being made after previous 
pnbhcation 


(5) 4.11 rules a 
in the Gazette 


e under this section shall be pubhshed 


2hsedlamaus 

Recovery of 51. (1) All sums due from a Co operatne Society or 
aorarnmen? officer or member or past member of a society as 

such to the Goi ernment and aU sums awarded as costs under 
section or payable bv order of a hquidator under section 
47 shall be recoiered m the same manner as arrears of 
land levenue on a requisition being made by the Eegistrar, 
to the Collector 

(2) Sums due from a Co opeiatn e Society and ^eco^ er 
able under sub section (1) maj be ieco\ ered firstly from the 
property of the society and secondly in the case of a society 
of which the liabihty of the members is limited from the 
members subject to the limit of their liability and m the 
case of other societies from the members 

Repeal 52, The enactments specified in the Schedule are 

herebj repealed in so far as they appiv to Burma to the 
extent specified m the fourth column of the said Schedule 

SCHErttE 


Enactments repealed 
(See section 52) 


Year 

No 

Short tiRe 

E\teato£ 

repeal 

1913 

n 

The Cooperative Societies 
Act 1913 

The whole 

1920 

xxxvin 

The Derolotou 4ct 1920 

So ranch as re 


latM to 4ct n 
of 1912 
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ADRAS ACT No VI OF 1932. 

Passed the Legislvtive Col noil or 'Madras 

{Received the assent of tie Gov&noi on tie 9/7/ May 1932 
and Oat of tie Goien o) General o} the 16/7 Juic 1932 
/7c assent of tie Goici} or General i as first pubhsled 
in tie FoitSt George Ga etc ot tie 50 July 1932 ) 


An 4ct to consol dale and amc d tlie Ian rcia mg to Co opctstive 
Soo et es n tho Pres denev of Madras 

M hereas It IS expedient faither to ficilitate the formn 
tion nnd working of Co operitue Societies for the promotion 
of thrift self help and mutual aid among agriculturists and 
other per&ons nith common econoimc needs "so as to bring 
about better Ining better bu'smess and better methods of 
production and for that purpose to consolidate and amend 
the lau relating to Co opeiatu e Societies in the Presidency 
of Madra® 

And u hereas the preMous sanction of the Governor 
General has been obtamed to the passing of this Act it is 
hereby enacted as follows — 


Piehminaiy 

1 (1) This Act may be called the Madras Co operatn e Short title 

Societies 4ct 1932 “d extent 

(2) It extends to the whole of the Presidency of Madras 

2 In this Act unless there is anything repugnant m Deflmtions 
the subject or context— 

(а) bylaws asm Aa II of 1912 Bylaws 

(б) Committee as tn Act II of 191^ Commit 

tee 
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“ FirancinR 
bank " 


" Member " 
“ OiBoe; ’’ 



(c) " Financing bank ” means a registered society tbe 

mam object of which is to lend money to other 
registered societies, 

(d) “ Member ” as i« Act II of 1912, 

(fi) “Officer” includes a president, Mce president, 
chairman, vice chairman, secretary, atssistant 
secretary, treasuier, member of committee, and 
any other person empowered under the rules 
or the by-lans to give directions m regard to 
the busmess of the society, 

(/) " Eegistered society ” as tn Act II o/l 912, 

(g) “ Registrar ” as in Act II of 1912 


“ Rules (7i) “ Buies ” as in Act II of 1912 


RegtshaHon 

The Regis- 3. The Local 6o\ ernment mai appoint a person to be 
Registrar of Co operative Societies for the Presidcncj of 
Madras or any portion of it and mav appoint persons to 
assist such Registrar and maj, b) general or special oidci 
confer on any such persons all or nnj of the powers of a 
Registrar under this Act 

Societies 4. Subject to the piovisions of this Act a society 

beregi™^^ which has as its object the promotion of the economic 
tered mterests of its members in accordance with co operatee 

principles, or a societv established with the object of 
facilitating the operations of such a societj, maj be 
registered under this Act with or without limited liability 

Provided that unless the Local Government bj general 
or special order otherwise duects— 

(t) the liability of a society of which a member is a 
registered society shall be limited , and 

{n) the liability of a society of which the primaiy 
object IS the creation of funds to be lent to its members, 
and of which the majority of the members are agricul¬ 
turists, and of which no member is a registeied socict}, 
shall be unlimited and the members of such a society 
shall, on its liquidation, be jomtly and severally liable 
for and m respect of all its obligations 
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5. il) Subject to the proviso to section 4 and to any 
rules made m this behalf a registered society may, with 
the previous sanction of the Begistrar, change its liability 
from limited to unlimited or from unlimited to limited 

Provided that— 

(1) the societi shall give notice m writing of its intention 
to change its liability to all its members and creditors , 

(ii) any member or creditor shall, notwithstanding 
anv by law or contract to the contrary, have the option of 
withdrawmg his shares deposits or loans as the case may be, 
within three months of the service of such notice on him and 
the change shall not take effect until all such claims have been 
satisfied, and 

(im) any member or cieditor, who does not exercise 
his option within the period aforesaid, shall be deemed to 
have assented to the change 

(2) Notwithstanding anj’thmg contamed in the proviso 
to sub section (1) the change shall take effect at once if 
all the members and creditors assent thcieto 

6. W here the Iiabilitv of the members of a society 

IS limited by shares, no member other than a registered ot memlier 
society shall- wthtt 

(a) hold more than such portion of the share capital 

of the society subject to a mi\imum of one- Sapifal 
fifth as mai be piescnbed bv the rules , or 
(6) have or claim any interest m the shares of the 
society, e\cee(hng one thousand rupees 

7. (1) No society other than a society of which a Conditions 
member is a registered society, shall be registered under tratira^" 
this kot which does not consist of at least ten persons who 

have attained the age of majority and, where the object 
of the society is the creation of funds to be lent to its 
members, unless such persons— 

(o) reside in the same town or village or in the same 
group of a illages , or 

[b) save where the Begistrar otherwise directs, are 

members of the same tribe, class, caste or 
occupation 

(2) The word “ limited ” diall be the last word in the 
name of every society with limited habihty registeied under 
this Act 
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Power of 8. As in Act II of 1912 

Registrar " 

to decide 

certain 

questions 

1912 

tration 

^cgistra- 10. If tlie Registrar is satisfied that a society lias 
complied with the provisions of this Act and the niles and 
that its proposed by laws are not contrary to this Act or to 
the rules, he may register tlio societj and its bj -law s In 
case of refusal, an appeal shall he to the Local 6o\crnment 
within two months from the date of the issue of the order of 
refusal by registered post 

Evidence of H. As w Act II of 1912 
registra- •' 

tlon 

Amendment 12. (1) No amendment of the b^ laws of a registered 
fa\%sor' society shall be aalid until the same has been legistcrcd 
registered under this Act, for which purpose a copy of the amend- 
societ^ ment shall be forwaided to the Rcgistrai 

(2) If the Registrar is satisfied that am amendment 
of the by-laws is not contrarj to this Act or to the rules, 
he may register the amendment In case of refusal, an 
appeal shall lie to the Local Government within two months 
from the date of the is&ue of the order of refusal In registered 
post 

(3) ■\Vlicn the Registrar registers an amendment of 
the by laws of a registered societj, he shall issue to the 
society a copy of the amendment certified by him, 
which shall be conclusive evidence that the same is duly 
registered 

DiMsionand 13. (a) (1) Anv registeied society nia;, at a meeting 
smalgimn- of its general body specially called foi the purpose of 
sooioUcs which at least seaen clear dajs’ notice shall be given to 

its members, resolve to divide itself into two or more 
societies The resolution (hereinafter in thi« sub section 
referred to as the prehminar\ resolution) shall contain 
proposals for the division of the assets and liabilities of 
the society among the new societies into which it is pro¬ 
posed to divide it and may prescribe the aica of opera¬ 
tions of, and specifj the membeis who will constitute, 
each of the new societies 
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(2) (i) A copy of tlie preliminary resolution shall be 
sent to all the members and creditors of the society 

(tt) Any member of the society may, notwithstanding 
any by-lau to the contrary, by notice given to the society 
uithin a period of three months from his receipt of the 
preliminary resolution, intimate Ins intention not to become 
a member of anj*^ of the new societies 

(ni) Any creditor of the society may, notwithstanding 
any acreement to the contraiy by notice given to the society 
within the said period, intimate his intention to demand a 
return of the amount due to bun 

(3) After the expiry of three months from the re¬ 
ceipt of the preliminar-v resolution by all the members 
and creditors of the society, a meeting of the general body 
of the society, of which at least fifteen clear days’ notice 
shall be given to its members, shall be convened for con¬ 
sidering the p^ellmlnar^ resolution If, at such meeting, 
the preliminary resolution is confirmed by a resolution 
passed by a majority of not less than tuo thirds of the 
members present, either without changes or uith such 
changes as, in the opimon of the Kcgistrar, are not 
material, he may, subject to the pro\isions of clause 
(5) and section 10, register the new societies and the by-laws 
thereof On such registration, the registration of the old 
societv shall be deemed to have been cancelled 

The opinion of the Begistiar as to whether the 
changes made in the preliminarv resolution are or arc not 
material shall be final and no appeal ■’liall lie therefrom 

(4) At the meeting referred to in clause (3) provi¬ 
sion shall be made by another lesolution for— 

(i) the repayment of the share capital of all the members 
who have given notice under sub-clause {ii) of clause (2), 
and 

(ii) the satisfaction of the claims of all the creditors 
who have given notice under sub-clause of clause (2) 

Provided that no member or creditor shall be entitled 
to such repayment or satisfaction until the preliminary 
resolution is confirmed as provided m clause (3) 

(5) If, within such time as the Registrar considers 
reasonable, the share capital of the members referred to 
in clause (4) is not repaid or the clanns of the creditors 
referred to in that clause, are not satisfied, the Registrar 
may refuse to registei the new societies 
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(6) The registration of the new societies shall be a 
sufficient conveyance to \est the assets and liabilities of 
the original society in the new societies in the manner 
specified in the preliminary resolution as confirmed under 
clause (3) 

(6) (1) Two or more registered societies mav, at 
meetings of theur respective general bodies specially called 
for the purpose of which at least seven clear days’ notice 
shall be given to their respective members, resolve to 
amalgamate into one society This resolution is herein¬ 
after in this sub section referred to as the preliminary 
resolution 

(2) (i) A copv of the prelnmnary resolution of each 
society shall be sent to all the members and creditors 
thereof 

(ii) Any member of any such society may, notwith¬ 
standing any by law to the contrary, by notice given to the 
society of which he is a member vithin a period of three 
months from his receipt of the preliminary resolution, 
intimate his intention not to become a men ber of the new 
society ' 

{iix) 4nv creditor of any such society mav, notwith¬ 
standing any agreement to the contrary, by notice given 
to the society of which he is a creditor within the said period, 
intimate his intention to demand a return of the amount due 
to him 

(3) After the expiry of thiee months from the receipt 
of the prebmmaiy resolution by all the members and creditors 
of all the societies, jomt meetmg of the members of such 
societies of which at least fifteen clear days’ notice shall be 
given to them, shall be convened for considering the prelimi¬ 
nary resolution If, at such meetmg, the preliminary resolu¬ 
tion IS confirmed bv a resolution passed by a majority of not 
less than two thirds of the members present either without 
changes oi with such changes as, in the opinion of the 
Registrar, are not mateiial, he may, subject to the provisions 
of clause (5) and section 10, register the new society and the 
by-laws thereof On such registration, the registration 
of the old societies shall be deemed to have been 
cancelled 

The opinion of the Registrar as to whether the changes 
made in the preliminary resolution are or are not material 
shall be final and no appeal shall lie therefrom 
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(4) At the joint meeting referred to m clause (3) provi 
sion shall be made by another resolution for— 

(t) the repayment of the share capital of all the members 
\rho have given notice under sub clause {%i) of clause (2) 
and 

(^^) the satisfaction of the claims of all the creditors 
who have given notice under sub clause {tii) of clause (2) 

Provided that no member or creditor shall be entitled 
to such repayment or •satisfaction until the preluninary 
resolution is confirmed as provided m clause (3) 

(6) If, within such time as the Eegistrar considers 
reasonable the share capital of the members referred to 
m clause (4) is not repaid or the claims of the creditors 
referred to in that clause are not satisfied the Eegistrar 
may refuse to register the new society 

(6) The registration of the new society shall be a 
sufi3.cient convevance to vest in it all the assets and liabi 
lities of the origmal societies 

Rights and habthUes of membeis 

14. (1) No member of a registered society shall sas e Member not 
as otherwise provided in sub section (2) exercise the rights nglts nil® 
of a member unless or until he has made such payment to due pay- 
the society m respect of membership or acquired such interest 

in the society as may be prescribed by the rules and b) - 
laws 

(2) In the case of a society registered after the com 
mencement of this Act the persons who have signed the 
application to register th“ society may elect a Committee 
to conduct the afiairs of the society for a period of three 
months from the date of registration or for such further 
period as the Eegistrar may consider desirable 

Provided that the Committee shall cease to function 
as soon as the members of the society have elected a Com 
mittee in accordance with its by laws 

15. (1) The Committee may at any time call a general General 
meetmg of the society and shall call such a meetmg withm ”^®®‘*°ss 
one month after receipt of a requisition m writing from 

the Eegistrar or from a financmg bank to which the 
society is mdebted or from such number of members or 
proportion of the total number of members as may be 
specified in the by laws of the society 
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(2) If a general m^etiug is not caUed m accordance 
with, such requisition the Eegistrar shall ha\e poi^er to 
call a general meeting of the society himself 

Votes of 16 (1) ISo member of any registered societi shall 

members ]ia,ve more than one a ote in the aftairs of the society proa ided 

that in the case of an equahtj of votes the Chairman ‘’hall 
have a casting \ ote 

(2) registered societj which has invested am pait 
0 ^ its funds in the shares of another registere 1 socic \ may 
appoint any of its members not disqualified lor such appoint 
ment under any rules prescribed in that behalf to \ ote in 
the affairs of such other registered societ) 

Restrictions 17 (1) The transfer of the '’Inie or inteiest of a 

of sbare^or “ember in the capital of a legistered societa shall be 
Interest subject to such conditions as to mavimum holdin«» as may 
be prescribed ba this 4ct o* bt the rules 

(2) In the case of a society regi'stercd with un 
limited liability a member shall not transfer am share 
held by hun or his interest in the capital of the society or 
any part thereof unless— 

(a) he has held such share or interest for not less than 

one year and 

(b) the transfer is made to the society or to a member 

of the society 

Duites of legistered societies 

Address of 18 As in det II of 1912 
societies 

Ac?\Sles 
and by laws 
to be open 
toinspec 
tion 

Pnt ilege’t ofiegisteicd socictie<i 

MS*” ^ isnAdllofWn 

corporate 

Prior claim 21 (1) Subject to the prior claim if any of the 

of society Government in reqiert of land revenue or any money recoa er 
able as land ley enue oi of a landlord in lespect of rent or 
any money recoverable as rent a registered society shall be 
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entitled in priority to other creditors to enfoice any out¬ 
standing demand due to the society fiom a member or past 
or deceased member— 

(o) in respect of the supply of seed or manuie or of the 
loan of money for the purchase of seed or 
manure upon the crops or othei agricultural 
pioduce of such mcmbei or person at anr tune 
within eighteen months from the date of such 
supply or loan, 

(6) in respect of the supply of cattle, fodder for 
cattle, agricultural or mdustrial implements oz 
machinery or raw materials for manufacture, 
or of the loan of monej for the purchase of 
any of the foregomg thmgs—^upon any such 
things so supplied, or purchased in whole or 
m part from any such loan, or on any articles 
manufactured from raw mateiials so supphed 
or purchased 

(2) The priority created by sub-section (1) m favour 
of a registered society shall be available against any claim of 
the Grovermnent arising from a loan granted under the Land 
Improvements Loans Act, 1883, after the grant of the loan xix of 
by the society 1883 

22. A icgistered society shall have a charge upon charge and 
the share oi interest m the capital and on the deposits of set-off m 

a member or past or deceased member and upon any divi- shiS’es or 
dend, bonus or profits payable to a member or past mem- interest of 
ber 01 the estate of a deceased member in respect of any ™eraher 
debt due from such member or past member or the estate 
of such deceased member to the society, and ma> set-off 
any sum credited or payable to a member or past or deceased 
member or the estate of a deceased member in or towards 
payment of any such debt 

23. Subject to the provisions of section 22, the share Shares or 
or inteiest of a member in the capital of a registered society 

shall not be liable to attachment or sale under any decree attachment 
or order of a Court of Justice m respect of any debt or lability 
incurred by such member, and neither the Official Assignee 
under the Presidency Towns Insolvency Act, 1909, nor a 
Eeoeivet under the Provincial Insolvency Act, 1920, shall be in of 1909 
entitled to or have any claim on such share or interest ^ 

24. (1) Subject to the provisions of section 22, a re- Transfer of 
ptered society may on the death of a member transfer d“eato of°“ 
ills share or mteiest in the capital to the person nominated member 
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LnbllltY of 
past mem¬ 
ber or of 
the estate 
of a 

deceased 

member 


Register of 
members 

Proof of 
entries in 
societies’ 
books 


in accordance 'nikh the rules made in this behalf, or, if 
there is no person so nominated, to such person as may 
appear to the Committee to be the heir or legal represen¬ 
tative of the deceased member, or pay to such nominee, 
hen: or legal representative, as the case may be, a sum 
representing the value of such member’s sluic or interest, 
as ascertained m accordance with the rules or bj-laws 

Provided that— 

(1) in the case of a society with unlimit'’d liability, 
such nominee, heir or legal repieseutatn e, as the case may 
be, may require pa 3 nnent by the sonetj of the ^aliie of the 
share or interest of the deceased raembei asceitained as 
aforesaid, and 

(ii) in the case of a societ> with lunited liability, the 
society shall transfer the share or interest of the deceased 
member to such nommee, hen, legal icprcsentativc, as the 
case may be, being qualified in accordance with the rules 
and by-laws for membership of tne society, oi on his applica¬ 
tion within one month of the death of the deceased member 
to any person specified in the application w ho is so qualified 

(2) Subject as aforesaid, a registered society ma^ pay 
all other mono)s due to the deceased member from the 
society to such nominee, heir or legal leproscntatne as the 
case may be 

(3) All transfers and pajmciits made b} a icgistered 
society in accoidance with the proMsions of this section 
shall be valid and effectual against an) demand made upon 
the society b) any otlier person 

25. The babilita of a past niembei oi of the estate 
of a deceased membei for the debts of a registered societ\ 
as they existed on the date of his ceasing to be a menibei 
or of his decease, as the case ma\ be, shall continue foi i 
period of two years from such date 

26. As m Act 11 of 1912 

27. (1) A copy of any entry in a book of a registered 
society regularly kept m the course of business shall, if 
certified m such manner as maa be prescribed by the rules, 
be received m any smt or legal proceedings as pnma facie 
evidence of the existence of such entiy, and shall be admitted 
as evidence of the matters, transactions and accounts therein 
recorded in every case where, and to the same extent as, the 
original entry itself is admissible 
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(2) No officer or liquidator of a registered society and 
no officer in whoso office the books of a registered society 
are deposited after liquidation sbnll, in any legal proceedings 
to which the society or the liquidator is not a party, be 
compelled to produce any of the society’s books the contents 
of which can be proved under sub-section (1), or to appear 
as a ^yitness to prove the matters, transactions and accounts 
therein recorded, unless by order of the court or the arbitrator 
made for special cause. 


28. ^Vhcnever a decree or order of n civil court, a Power to 
decision or an award of the Registrar or arbitrator or an 
order of the Registrar or liquidator is obtained by a regis- fnullcr's 
tered society for the realisation of money, the Registrar Properly, 
or any person subordinate to him empowered by the 
Registrar in this behalf may, subject to such rules ns may 
be prescribed by the Local Government, recover the amount 
due under such decree, award or order together with the 
interest, if any, due thereon, and the costs of process by the 
attachment and sale of the property of the person against 
whom such decree, decision, award or order is obtained. 


29. -4s in/let 7/0/1912. 


E';cniption 

fpom 

compulsory 
repistratlon 
of Instru¬ 
ments rola- 
linR to 
sti.ircs nnrt 
debentures 
nl rcffls- 
tered 
society. 


30, (1) The Governor-General in Council by notifica- Power to 
tion in the Gazelle of India may, in the case of any registered exempt 
society or class of registered societies, remit the income-tax income-tax- 
payable in respect of the profits of the society, or of the slnmp duly" 
dividends or other payments received by^tlic members of the troiioniecs- 
society on account of profits. 


(2) The Local Government, by notification in the Fort 
St. George Gazelle, may in the case of any registered society 
or class of registered societies remit— 


(a) the stamp duty with which, under any law for 
the time being in force, instruments executed 
by or on behalf of a registered society or by an 
officer or member and xedating to the business of 
such society or any class of such instruments 
or decisions, awards or orders of the Registrar 


21 


a, esA 
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Restrictions 
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on borrow- 
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Investment 
of funds 


or arbitiatois under this Act aie lespectively 
chargeable, and 

(6) any fee payable under the law of registration for 
the tune being in force 

31. Notwithstandmg anything contained in any other 
enactment, the Local Go\ eminent maj, subject to such 
rules as may be prescnbed m this behalf, grant loans to, 
take shares in, or gi\ e financial assistance in any other form 
to iny registered society 

Piopcity and funds of legistaed iociches 

32. (1) A registered society shall not make a lorn to 
any person other than a member 

Piovided that, uith the general or special sanction 
of the Registrai, a registered society may make loans to 
another legistered society 

(2) Saic with the sanction of the Eegistiar, a regis¬ 
tered society shall not lend money on the security of mo\c- 
able property other than agiicultural produce 

(3) Notwithstanding anything contained in sub¬ 
sections (1) and (2), a registered society may make a loan 
to a depositor on the security of his deposit 

(4) The Local Government may, by general or special 
order, prohibit oi restnct the lending of money on mortgage 
of immoveable property by any registered society or class of 
registered societies 

33. A registered society shall receive deposits and 
loans only to such extent and under such conditions os 
may be prescribed by the rules or the by-laws of the 
society 

34. (1) Subject to the provisions of sub-section (4) 
of section 32, a registered society may invest or deposit 
its funds— 

(а) in the Government Savings Bank, or 

(б) in any of the securities specified in section 20 of 

the Indian Trusts Act, 1882, or 

(c) in the shares or securities of any other registered 
society piovided that no such im estment shall 
be made in the shares of any society with 
unlimited liability, or 
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(d) witli any bank or person c-irrying on the business 

of banking approved for this purpose by the 
Registrar or 

(e) manj other mode permitted by tbe rules 

(2) Any im estments or deposits made before the com 
mencement of tins Act which would have been iihd if this 
Act had been in force are hereby ratified and confirmed 

35 No pail of the funds of a registered societv shall 
be diMded by wij of bonus or diiidend or otherwise among 
its members memliers 

Proiided that payment may be made to a member 
for work done b'^ him as Secretary or as cleik on such sc‘'le 
as may be presciibed bv the by laws 

Provided also that after at least one fourth of the net 
profits in an} year haie been carried to a leserve fund 
payments from the remainder or such profits and from any 
profits of past vears available for distnbution may be made— 

(t) as a bonus to a member for any specific seriice 
lendered by him to the society including work done as 
Secretary or as clerk and 

(it) among the members to such extent and under 
such conditions as may be prescribed by the rules or by 
laws 


36 Any registered societ} may after one fourth of Contnbu 
the net profits in any year has been earned to a reserve 

fund contribute an amount not exceedmg 10 per cent of the purpose 
remaining net profits to any charitable purpose as defined 
m section 2 of the Charitable Endowments Act 1890 

37 (1) The Registrar shall audit or cause to be audited Audit 
by some person authorised by him by general or special 
order in wnting in this behalf the accounts of evei} registered 
society once at least m e\ er} year 

(2) The audit under sub section (1) shall include an 
examination of overdue debts if any the verification of 
the cash balance and securities and a \aluation of the assets 
and liabilities of the society 

(3) The Registrar or the person authorised by him 
under sub section (1) shall at all reasonable times have 
free access to the books accounts documents securities 
cash and other properties belonging to or in the custody 
of the societv and mav summon anv person in possession 
or responsible for the custody of any such books accounts. 
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documents, securities, cash or other properties to produce 
the same at any place at the headquarters of the society 
or any branch thereof 

(4) Every ofScer or member of the society shall furnish 
such information in regard to the transactions and •working 
of the society as the Begistrar or the person authorised by 
him under sub section (1) may require 


Inquiry and inspection 

Inquiry by 38. (1) The Registrar may of his own motion, and 
Registrar stall on the request of the Collector, or on the apphcation 
of a ma]ority of the Committee or of not less than one third 
of the members, hold an inquiry, or direct some person 
authorised by him by order in writing m this behalf to hold 
an mquiry into the constitution, working and financial 
condition of a registered society 

(2) The Registrar or the person authorised by him 
under sub-section (1) shall have the following powers, 
namely — 

(а) He shall, at all reasonable times, have free access 

to the books, accounts, documents, securities, 
cash and otW properties belonging to or in 
the custody of the societj and may summon 
any person m possession or responsible for the 
custody of any such books, accounts, docu¬ 
ments, secunties, cash or other properties to 
produce the same at any place at the head¬ 
quarters of the society or any branch thereof 

(б) He may summon any person who he has reason to 

beheve has knowledge of any of the affairs of 
the society to appear before him it any place 
at the headquarters of the society or any 
branch thereof and may examine such person 
on oath 

(c) (t) He may, notwithstanding any rule or by-law 
prescribing the period of notice for a general 
meeting of the society, require the oflacers of 
the society to call a general meeting at such 
time and place at the headquarters of the 
society or any branch thereof and to determine 
such matters as may be directed by hun If the 

oflicers of the society refuse or fail to call such 
a meeting, he shall have power to call it himself. 
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(zi) Any meeting called under clause (z) shall have 
all the powers of a general meeting called 
under the by-lnws of the society and its pro- 
ceedmgs shall be regulated by such by-laws 

(3) W hen an inquirj is made under this section, the 
Registrar shall communicate the result of the mquiry to the 
financing bank, if anj, to which the society is indebted 

39. (1) The Registrar may, on the application oi a Inspection 
creditor of a registered society, inspect or direct some person by Rej^s- 
authorised by hun in this behalf by a general or special trar 
order m writing to inspect the books of the society and the 
Registrar or the person so authonsed shall haie all the 
poners of the Registrar when holding an inquiry under 
section 38 

(2) No inspection shall be made or directed under 
sub-section (1) unless the creditor— 

(a) satisfies the Registrar that the debt is a sum then 
due, and that he has demanded payment 
thereof and has not received satisfaction 
within a reasonable tune, and 
{b) deposits with the Registrar snch sum as security 
for the costs of the proposed inspection as the 
Registrar may require 

(3) TMiere an inspection is made under sub-section 
(1), the Registrar shall commumcate the results of such 
inspection to the creditor and to the financmg bank, if any, 
to which the society is mdebted 

40. A financing bank shall have the right to mspect Inspection 
the books of any registered society which is indebted 

it The inspection may be made either by an officer of bank 
the financmg bank or by a member of its paid staff certi¬ 
fied by the Registrar as competent to undertake such 
mspection The officer or mOTiber so mspectmg shall at 
all reasonable times have free access to the books, 
accounts, documents, securities, cash and other properties 
belongmg to or m the custody of the society and may also 
call for such information, statements and returns as may 
be necessary to ascertain the financial condition of the 
so^ty and the safety of the sums lent to it by the financing 

41. AYhere an inquiry is held under section 38 or an costs of 
mspection is made under section 39, the Registrar inqum and 
after giving the parties an opportunity to be heard, 
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apportion the costs, or such part of the costs as he may 
think right, between the society, the members or creditor 
demanding an mquirv or inspection, the ofBcers or former 
officers of the society Costs may also be awarded by the 
Registrar to the financmg bank m the case of inspection 
under section 40, by the financing bank 

Recovery 42. Any sum awarded by way of costs under section 
of cos s recovered as if it were an arrear of land revenue 

Supersession of Committee of society 

Super- ^ 43. (1) If, in the opimon of the Registrar, the Com- 
Gommfttee suttee of any registered society is not functioning 
properly, he may, after giving an opportumty to the 
Committee to state its objections, if any, by order in 
writing, dissolve the Committee and appoint a suitable 
person or persons to manage the affairs of the society for 
a specified period not exceeding two years The period 
specified in such order may, at the discretion of the 
Registrar, be extended from time to time provided that 
such order shall not remain in force for more than four 
years in the aggregate 

(2) The person or peisons so appointed shall have 
power, subject to the control of the Registrar, to recover 
the assets and discharge the liabilities of the society and 
take such other action as may be required in its interests 

(3) The Registrar may fix the remuneration pijable 
to the person or persons so appointed The amount of 
such remuneration and the other costs, if anj, incurred in 
the management of the society, shall be pajable from its 
funds 

(4) The person or persons so appointed shall, at the 
expiry of the period of his or their appointment, arrange 
for the constitution of a new Committee in accordance with 
the by-laws of the society 

(5) Before takmg any action under sub section (1) 
in respect of any society, the Registrai shall— 

(i) if the society is mdebted to a financing bank, consult 
such bank regarding such action and the provision to be 
made for the management of the affairs of the society, and 

(it) if the society is a financing bank, obtain the 
previous concurrence of the Madras Provincial Co-operative 
Bank to the taking of such action 
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(6) Nothing m this section shall be deemed to afiect 
the power of the Kegistrar to cancel the registration of 
the society under section 44 

Dissolution of society 

44. (1) If the Eegistrar, after an inquiry has been Dissolution 
held under section 38 or after an inspection has been made 

under section 39 or section 40 or on receipt of an application 
made by three fourths of the members of a registered society, 

IS of opimon that the society ought to be dissolved, he may 
by order in writing cancel the registration of the society A 
copy of the order shall forthwith be commumcated to the 
society by registered post 

(2) Any member of the society may, within two months 
from the date of the order made under sub section (1), appeal 
to the Local Government from such order 

(3) "Where no appeal is presented withm two months 
from the making of an order cancellmg the registration 
of the society, the order shall take effect on the expiry of 
that period 

(4) "Where an appeal is presented withm two months, 
the order shall not take effect until it is confirmed by the 
Local Government and such confirmation is communicated 
to the society by registered post 

45. "Where it is a condition of the registration of a Cancellation 
society that it should consist of at least ten members who 

have attained the age of majority the Eegistrar may, by society 
order m writing, cancel the legistration of the society if 
at any tune it is proved to his satis&ction that the number 
of the members has been reduced to less than ten such 
members 

46. As in Act II of 1912, section 41 Effect of 

cancellation 
of registra¬ 
tion 

^7: (1) Where the registration of a society is can Winding 
celled under section 44 or section 45, the Registrar may ’’P 
appoint any person to be liquidator of the society 

(2) Subject to any rules that may be made under this 
Act, the whole of the assets of the society shall, on the 
appointment of a liquidator under sub section (1), vest 
m such liquidator and he shall have power to realise such 
assets by sale or otherwise 
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(3) Such liquidator shall also have power, subject to 
the control of the Registrar— 

(ffl) to institute and defend suits and other legal 
proceedings on behalf of the society by his name 
of ofdce, 

(6) to detennme from time to time the contiibution 
to be made or remaining to be made b) the 
members or past members or by the estates 
or nominees, heirs or legal representatives of 
deceased members or by any officers or former 
officers, to the assets of the society, such con 
tribution including debts due from such mem¬ 
bers or persons, 

(c) to investigate all claims against the society and 

subject to the provisions of this 4.ct to decide 
questions of priority arising betu een claimants, 

(d) to paj claims against the society (includmg mterest 

up to the &tc of cancellation of registration) 
according to their respective priorities, if anj, 
m full or rateably, as the assets of the societj 
permit, the sui^Ius, if any, remaimng after 
payment of the claims being apphed in paj- 
ment of interest from the date of such can¬ 
cellation at a rate fixed by him but not 
exceedmg the contract rate in any case, 

(e) to detennme by what persons and in what propor¬ 

tions the costs of the liquidation are to be 
borne, 

(/) to give such directions in regard to the collection 
and distnbution of the assets of the society as 
may appear to him to be necessary for 
winding up the affairs of the societv, and 

(p) to carry on the business of the society so fai 
as may be necessary for the beneficial uinding- 
up of the same 

(4) Subject to any rules that maj be made under this 
Act, a liquidator appomted under this section shall, in so 
far as such powers are necessary for carrying out the purposes 
of this section, have power to summon and enforce the 
attendance of witnesses and to compel the production of any 
books, accounts, documents, securities, cash or other proper¬ 
ties belor^mg to or in the custody of the societj bv the same 
means and (so far as may be) in the same manner as is 
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provided m tlie case of a civil court under the Code of V of 1908 
Civil Procedure, 1908 

(5) Any sum ordered under this section to he recovered 
as a contriWtion to the assets of the society or as costs of 
liquidation may be recovered, on a requisition being made 
in this behalf to the Collector by the Begistrai, in the same 
manner as arrears of land revenue 

(6) Save as provided in sub-section (5), orders made 
under this section shall, on appbcation, be enforced bv any 
civil court having local jurisdiction m the same manner as a 
decree of such court 

(7) AAhen the affairs of the society have been wound 
up, the liquidator shall deposit the records of the society 
m such place as the Registrar may direct 

(8) Any person aggrieved by any order of the liquidator 
mav appeal to the Registrar against such order within two 
months from the date of the issue of the order by registered 
post 

48. Save m so far as is expressly provided m this Act, Bar of suit 
no civil court shall take cogmsance of anv matter connected oases”^° 
with the winding up or dissolution of a society under this 

Act, and when a hqmdator has been appointed no smt or 
other legal proceedmg shall lie oi be proceeded with against 
the society except by leave of the Registrar and subject 
to such terms as he may impose 

Surcharge and attachment 

49. (1) Where in the course of an audit under sec- suroharg^e 
tion 37 or an inquuv under section 38 or an inspection 

under section 39 or the wmding-up of a society, it appears 
that any person who has taken part in the organisation 
or management of the society or any past or present 
officer of the society has misappropriated or fraudulentlj 
retained any money or other property or been guilty of 
breach of trust in relation to the society, the Registrar 
may, of his own motion or on the application of the Com 
mittee or liquidator or of any creator or contributory, 
examine into the conduct of such person or officer and 
make an order requiring him to repay or restore the 
money or property or any part thereof with interest at such 
rate as the Registrar thinks just or to contribute such sum 

of the misappropriation, fraudulent retainer or breach of 
trust as the Registrar thinks just 
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(2) The order of the Registrar under sub-section (1) 
shall be final unless it is set aside by the District Court 
having jurisdiction over the area in which the headquarters 
of the society are situated or if the headquarters of the 
society are situated in the City of Madras, by the City 
Civil Court, on application made by the party aggrieved 
within three months of the date of receipt of the order by 
him. 

(3) Any sum ordered under this section to be repaid 
to a society or recovered as a contribution to its assets may 
be recovered on a requisition being made in this behalf to 
the Collector by the Registrar in the same manner as arrears 
of land revenue. 

(4) This section shall apply notwithstanding that 
such person or officer may have incurred criminal liability 
by his act. 

Attachment 50. ^^'lle^e the Registrar is satisfied on the applica- 
0 proper y. liquidator or otherwise that any person with 

intent to defeat or delay the execution of any order that 
may be passed against him under clause (6) of sub-section 
(3) of section 47 or section 49— 

[а) is about to dispose of the whole or any part of 

his property, or 

(б) is about to remove the whole or any part of his 

property from the local limits of the juris¬ 
diction of the Registrar, 

the Registrar may, unless adequate security is furnished, 
direct the conditional attachment of the said property or 
such part thereof as he thinks necessary and such attach¬ 
ment shall have the same effect as if it had been made by a 
competent civil court. 


Arbitration. 

Disputes. 51. (1) If any dispute touching the business of a 
registered society (other than a dispute regarding disciplinary 
action taJsen by the society or its Committee against a paid 
servant of the society) arises:— 

(fl) among members, past members and persons claim¬ 
ing through members, past members and 
deceased members, or 

(6) between a member, past member or person 
claiming through a member, past member or 
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deceased member and the society its Com 
mittee or anj officer agent or servant of 
the society or 

(c) between the society or its Committee and any 

officer agent or servant of the society or 

(d) between the society and any other registered 

society 

eiich dispute shall be referred to the Registrar foi decision 

Explanation — A. claim by a registered society for any 
debt or demand due to it from a member past member 
or the nominee heir or legal representative of a deceased 
member whether such debt or demand be admitted or 
not is a dispute touching the business of the society w ithin 
the meaning of this sub section 

(2) The Registrar may on receipt of such reference— 

(а) decide the dispute himself or 

(б) transfer it for disposal to any person who has 

been invested by the Local Government with 
powers in that behalf or 

(c) subject to such rules as may be prescribed refer 
It for disposal to an aibitrator or arbitrators 

(3) Subject to such rules as may be prescribed the 
Registrar may withdraw any reference transferred under 
clause (6) of sub section (2) or referred under clause (c) of 
that sub section and deal with it in the manner piovided 
in the said sub section 

(1) Where the Registrai is satisfied that a party to 
any reference made to him under sub section (1) -with intent 
to defeat or delay the execution of any decision that may be 
passed thereon— 

(а) IS about to dispose of the whole or anv part of 

his property or 

(б) IS about to remove the whole or anj part of his 

property from the local limits of the juris 
diction of the Registrar 

the Registrar may unless adequate secuiity is furnished 
direct the conditional attachment of the said property 
or such part thereof as he thinks necessary and such 
attachment shall have the same effect as if it had been 
made by a competent civil court 

(5) The Registrar may of his own motion or on the 
application of a party to a reference revise any decision 
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thereon by the person to vrhoin such reference was trans¬ 
ferred or by the arbitrator or arbitrators to whom it was 
referred. 

(6) (a) Any decision passed by the Eegistrar under 
clause (a) of sub-section (2) or under sub-section (5) shall 
be final and shall not be called in question m any civil 
or revenue court. 

(b) Any decision that may be passed by the person 
to whom a reference is transferred or by the arbitrator or 
arbitrators to whom it is referred shall, save as otherwise 
provided in sub-section (5), be final and shall not be called 
in question in any civil or revenue court. 


Offences and penalties. 

Offences. 52 . Jt gl^U be an offence under this Act if-— 

(а) a registered society or an officer or member thereof, 

wilfully makes a false return or furnishes false 
information; or 

(б) any person wilfully or without any reasonable 

excuse disobeys any summons, requisition or 
lawful written order issued under the pro¬ 
visions of this Act or does not furnish any 
information lawfullj- required from him by a 
person authorised in this behalf under the 
provisions of this Act. 

PuiUpment 53. Any member or past member or the nominee, 
postag'ot representative of a deceased member con- 

property in travelling the provisions of section 21 liy fraudulently 
tlon disposing of any property in respect of which the society 

section 21. is entitled to claim priority under that section or doing 
any other act to the prejudice of such claim, shall be 
punishable with fine not exceeding two hundred rupees. 


Prohibition 
of the use 
of the word 
‘co-opera¬ 
tive 


54. (1) No person other than a registered society 
shall trade or carry on business under any name or title 
of which the word "co-operative” is part without the 
sanction of the Local Government: 


Provided that nothing in the section shall apply to 
the use by any person or his successor in interest of any 
name or title under which he traded or carried on business 
at the date on which the Co-operative Societies Act, 1912, 
came into operation. 

(2) ‘Whoever contravenes the provisions of sub¬ 
section (1) shall be punishable with fine which may extend 



to fifty rupees and in the case of a continuing offence witli 
further fine of five rupees for each day on which the ofience 
is continued after conviction therefor. 

55. Any registered society or any ofiicer or member Punishment 
thereof or any other person guilty of an offence under this for offences 
Act for which no punishment is expressly provided herein otherwise 
shall be punishable with fine not exceeding fifty rupees. provided 

56. (1) No court inferior to that of a Presidency cognisance 
Magistrate or a Magistrate of the first class shall try any of offences, 
ofience under this Act. 

(2) Every offence under this Act shall, for the purposes 
of the Code of Criminal Procedure, 1898, be deemed to be 
non-cognisable. 

(3) No prosecution shall be instituted tinder this Act 
without the previous sanction of the Registrar. Such 
sanction shall not be given without giving the party concerned 
an opportunity to be heard. 


Miscellaneous. 

57. The Local Government or the Registrar may call Power of 
for and examine the record of any enquiry or the proceedings 

of any officer subordinate to them for the purpose of satis- trarto oaii 
fying themselves as to the legalily or propriety of **“7 
decision or order passed and as to the regmarity of the p^s orders 
proceedings of such officer. If in any case it shall appear tUereon. 
to the Local Government or the Registrar that any decision 
or order or proceedings so-called for should be modified, 
annulled, or reversed, the Local Government or the Regis¬ 
trar, as the case may be, may pass such order thereon as to 
it or him may seem fit. 

58. (1) All sums due from a registered society or Recovery of 
from an officer, former officer, member or past or deceased fo Govern- 
member of a registered sociely as such to the Government meat, 
including any costs awarded to the Government in any 
proceeding under this Act may be recovered in the same 
manner as arrears of land revenue. 

(2) Sums due from a registered sodefy to the Govern¬ 
ment and recoverable under sub-section (1) may be recovered, 
firstly, from the property of the sodety; secondly, in the 
case of a society the liability of the members of'which is 
limited, from the members, past members or the estates of 
deceased members, subject to the limit of their liability; 
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Power to 
exempt 
societies 
from 

conditions 
as to regis¬ 
tration. 


Power to 

exempt 

registered 

societies 

from 

provisions 
of the Act. 


Indian 
Companies 
Act, 1913, 
not to 
apply. 


Saving of 

existing 

societies. 


Acts of 
societies, 
etc., not 
to be 

invalidated 
by certain 
defects. ' 


Construc¬ 
tion of 


to Co¬ 
operative 
Societies 
Act, 1912, 
in enact- 


and, thirdly, in the case of other societies from the members, 
past members or the estates of deceased members: 

Provided that the liability of past members and of 
the estates of deceased members shall in all cases be subject 
to the provisions of section 25. 

59. As in section 45, Act II of 1912. 


60. As in seaion 46, Act II of 1912. 


61, The provisions of the Indian Companies Act, 
1913, shall not apply to registered societies. 


_ 62. (1) Every society now existing which has been 
registered under the Co-operative Credit Societies Act, 
1904, or under the Co-operative Societies Act, 1912, shall 
be deemed to be registered under this Act, and its by-laws 
shall, so far as the same are not inconsistent with the express 
provisions of this Act, continue in force until altered or 
rescinded. 

(2) All appointments, rules and orders made, noti¬ 
fications and notices issued and suits and other proceed¬ 
ings instituted under the said Acts shall, so far as may 
be, be deemed to have been respectively made, issued and 
instituted under this Act. 

63. No act of a registered society or any Committee 
or of any officer of the society, shall be deemed to be invalid 
by reason only of some defect in the organisation of the 
society or in the formation of the general body or in the 
appointment or election of the officer or on the ground that 
he was disqualified for his office. 

64. All references to the Co-operative Societies Act, 
1912, occurring in any enactment made by any authority 
in British Inffia and for the time being in force in the 
Presidency of Madras shall, in its application to the said 
Presidency, be construed as references to this Act. 
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(1) The Local Government may, for the whole Rules, 
or any* part of the Presidency of Madras, and for any regis¬ 
tered society or class of such societies, make rules to cartj’^ 
out all or any of the purposes of this Act. 

(2) In particular and without prejudice to the generality 
ot the foregoing power, such rules may— 

(a) and (b) as in Act II of 1912; 

(c) subject to the provisions of section 5 prescribe 
the procedure to be followed when societies change their 
form of liability; 

(d) to (ff) as in (c) to (/) of Act II of 1912; 

(7i) prescribe in the case of a financing bank— 

(i) the proportion of individual members to society 
members in the constitution of its general 
body or of its Committee; and 

(«) the maximum number of members of its Com¬ 
mittee. 

(i) as in (g) of Act II of 1912; 

(j) prohibit a society from appointing a defaulting 
member of any society to its Committee or to the Committee 
of any other society and allowing him to exercise his rights 
of membership in the society or to represent it in another 
society and vote; 

(Z;) as in (It) of Act II of 1912; 

(Z) prescribe the returns to be submitted by a society 
to the Registrar and provide for the persons by whom and 
the form in which such returns shall be submitted and in 
case of failure to submit any such return for the levy of the 
expenses of preparing it; 

('m) provide for the persons by whom and the form 
in which copies of entries in books of societies may be certified 
and for the charges to be levied for the supply of such 
copies ; 

(») as in (k) of Act II of 1912; 

(o) provide for— 

(i) the appointment of an arbitrator or arbitrators 

to decide disputes; 

(ii) the procedure to be followed in proceedings before 

trie Registrar, arbitrator or arbitrators or other 
person deciding disputes including the appoint¬ 
ment of a guardian for a party to the dispute 
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who IS a minor or ■who, by reason of unsound 
ness of mind or mental infirmity is incapihle 
of protecting his interests, 

(^^^) the levy of the expenses incidental to such 
proceedings, and 

{iv) the enforcement of the decisions oi awards 
in such proceedings, 

(p) provide for the withdrawal and expulsion of 
members and for the payments if any, to he made to members 
who withdraw or are expelled and for the habilities of past 
members or the estates of deceased members, 

(j) prescribe the prohibitions and restrictions subject 
to which societies may trade with persons who are not 
members, 

(1) to (d) ns in (n) to (r) of 4ct IT of 1912 , 

(?o) prescribe the procedure to be followed bj a liquids 
tor appointed under section 47, and provide foi the dispc^al 
of the surplus assets, if any, of the society, 

(ffi) subject to the provisions of this Act determine 
the cases in which an appeal shill lie from the orders of the 
Registrar, and prescribe the procedure to be followed in 
presenting and disposing of all appeals under this 4ct, 

(y) prescribe the period for \yhich and the tenns> 
under which aid may be given by the Local Government 
to societies and the terms under which the Local Govern 
ment may guarantee the payment of interest on debentures 
issued by societies, 

( 2 ) provide for the custody of property attached under 
this Act, 

(aa) provide for the issue and service of processes and 
for proof of service thereof, 

(66) provide for the inspection of documents in the 
Registrar s office and the levy of fees for granting certified 
copies of the same, 

(cc) provide for the mvestigation of claims and 
objections that may be preferred against any attachment 
effected by the Registrar or an officer empowered by 
him, 

{dd) provide for the recovery of costa awarded against 
the Government in cases under section 49 , 

(ce) prescribe the procedure for the attachment and 
sale of property under section 28 , and 
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(ff) provide for all matters espresslj required or 
allowed by this Act to be prescribed by rules 

(3) The power to make rules conferred by this section 
IS subject to the condition of the rules being made after 
previous pubbcation 

(4) All rules made under this section shall be pub¬ 
lished in the Fort St Geoige Gazette and on such publica¬ 
tion shall have efiect as if enacted in this Act 

(5) 4U such rules shall be laid on the table of the 
Legislative Council 


Repeals 

66. The enactments specified in the schedule are Repeals 
hereby repealed m so far as they apply to the Presidency 
of Madras to the eritent specified in the fourth column of 
the said schedule 


SCHEDTOE 


Year 

No 

Short title 

E\tent of 
repeal 

(1) 

(2) 

(3) 

(4) 



Acts of We Goiemor General 
Ml Cminal 


1912 

n 

ISie Co operatiye Societies 
Act 1912 

The Derolutioo Act. 1920 

The whole 

1920 

xxxvnr 

So much as ze 
lates to Act H 
of 1912 



Act of the Goiemor of Madras 
in Council 


1920 

X 

The Co operatiye Societies 
(Amendment) Act, 1920 

The nhole 


C, CSA 




INDEX 


(Note Continuous icferencea to suoh items ns the Indian Compames 
Act, etc, iwth uhich the reader u not likely to he concerned, have 
been omitted) 

Abrogation, 184 

Accounts, 206 

Address, 112, 185 

Adherence, unconditional, 100, 191 

Admission of members, 189, 190 

Ago of members, 94—96. 

Agncultural bank, 2 

„ „ defects of, 3 

Agriculturist, 97. 

Amendment of this Act, proposed, see notes to preamble, sections 20, 
24, 36-38, 41, 44, 45, 60 
„ bylaiis, 102, 103, 186, 187. 

„ rales, 179 

Amount of loan, 231 
Appeal, 166, 167, 172 

„ against refusal to rcetster, 262 
„ from airard, 320, 221. 

„ „ order of dissolution, 166, 167, 261, 262 

„ „ „ „ liquidator, 172,177 

„ „ orders of Begistrar, 261 

Appbcation for regiatration, 98, 182, 183 
Arbitrator or arbitration, 212—223 
„ costs of, 219 
Area for membership, 94—96 
Ascertainment of debts of members, 192. 

Attachment, exemption from, 124,126 
Audit, 114-119, 206,208 
„ fees for, 209 

Award, defined, 212, 213. (See Arbitrator.) 

„ bow enforced, 222 

„ setting aside, 221. 

„ stamp on, 138, 139 

„ nhere remitted, 224. 

Balance sheet, 209, 210. 

„ sis monthly, publicatioa, 113, 114. 

Bankers’ Books Evidence Act, 132, 133, 210. 
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, Body, corporate, 119, 168 
Bombay Act VH of 1925, 273—295 
Bonus, defined, 124 

prohibited, 164, 155 
BooLs of a Booiety, 131—133, 206. 207 
„ certified entries of, 132, 133, 210 
Burma Act VI of 1927, 296—310 
By laws, 77—79. 98—100, 184r-192 

„ amendment of, 102, 103, 187 -189 
„ defined, 77 

Cancellation of registration, 166, 167 

„ „ „ effects o^ 168, 169 

„ „ „ Iiq^oidator’s action on, 262—264. 

“ Capital ” expkmed, 93, 124 

„ from reserve fund. 194, 195 248, 240 
„ interest on, 156, 157, 258—^261 vSee Interest) 
Capitalist and Co operation, 19, 20, 23—26 
Cash credit, 236 
Central bank, 86, 87 
Certificate of amendment, 102, 103 
„ „ entnes m books, 210 

„ „ registration, 102,183 

Charge for audit, 116 , 

„ upon share or interest, 123,124 
Charitable Endowments Act, 169 
„ purpose, 159, 160 
Collector, defined, 115 

„ may inspect, 114 

„ „ direct rnguuy, 161 

Combination of objects, 29—33 
Committee of 1900, 4 
„ „ 1901, 5 

, „ management, 61, 79, 201—206 

„ „ , defined, 78 

„ , „ disqudification for, 203 204 

„ , „ duties of, 205, 206 

„ „ „ election 55, 203 

„ „ ,, powers 205 

„ „ „ removal from, 204 

„ on Co operation, 1, 8, 9, 62—65 
Common good fond, 252 
Compulsion m Co operation, 17 
Compulsory by law«, 184;—186 
Conditions of registration, 94 
Consequences of default, 188, 189 
Contnbntion, 171, 173—176, 262. 

to ohantable purpose, 169, 180 
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Co-operation, definition of, 11—13. 

„ difiercnco from capitalism, 20, 

,, principles of, 13, 14, 21. 

„ what it is, 11—22. 

Co-operative Societies Act, history of, 5, 

„ spirit, 15. 

„ use of word prohibited, 269. 

Co-partnership, 24, 25. 

Copies, 113, 210. 

Corporate body, IID. 

Costs of inquiry, 165. 

„ „ inspection at the instance of a creditor, 164. 

„ „ liquidation, 263. 

„ „ things done under Conrt*s order, 211. 

Credit society, conditions of, 52—65. 

Creditor, right of, to apply for inspection, 163. 


Debts, ascertainment of, 102. 

„ full disclosure of, 191. 

Deceased member, 12a—131. 

„ „ value of interest of, 229, 230. 

Definitions and e3q>lanations^ 

„ agriculturist, 97, 98. 


9* 
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II 
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91 

99 

99 


99 


99 

99 

99 


amendment, 103. 
arbitration, 212. 
audit, 117. 
award, 212. 
balance-sheet, 209. 
banking facilities, 238. 
bonus, 124. 
by-laws, 77. 
capital, 93, 124. 
certified copy, 210. 
charitable purpose, 159. 
collector, 115. 
committee, 78. 
contribution, 174. 
co-operation, 11—14. 
debenture, 134(n). 
dexJosit, 148. 

dispute, 214, 214(n), 216. 
financial facilities, 238. 
funds, 152* 

immoveable property, 143. 
interest, 48, 94, 110. 
invest, 152. 

joint-stock company, 86. 
limited, 88. 
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Definitions loan, 14B. 

„ local government, 80, 81. 

,, member, 78. 

,, moveable property, 143. 

,, officer, 78, 80. 

„ past member, 131. 

„ person, 80, 95. 

i» »f claiming through a member, 216. 

„ registered'society, 78. 

„ registrar, 78. 

„ renewal, 243(n). 

,, ^reserve, general, 24S. 

„ „ specific, 248,249. 

rules, 78. 
share, 193. 
o short term loan, 238. 

„ sign, 98. 

Delegation of powers, 266. 

Deposits, 195. 

,, accounts, confidential, 196. 

„ distinguished from loan, 148. 

,, from non*tnembers, 147—149. 

Disputes, 212, 214—2l6. 

Disquallfioations oi members of committee, 190, 203, 204. 

Dissolution of society, 166, 167. 

Distribution of profits, 154—159, 257—261. 

Dividend, 154—159, 257—261. 

Division of funds, 154—159. 

Duties of members of committee, 205. 

„ „ registered societies, 113—119. 


T» 


Economic interests, 27—35, 84. 

Education and co-operation, 160, 161. 

Eighteen years, 05, 96. 

Election of committee, 203, 203. 

„ members. (See Member.) 

Errors, clerical, IIS. 

Evidence Act, 133. 

,, before arbitrators, 218, 219. 

,, of entries in boohs, 132. 133, 210, 211. 

„ „ niemher^ip, 131, 132. 

i* registration, 101. 

Exclusion of political and religious discussion, 181 • 
Exemption i^m attachment, 124, 125. 

,, „ Companies Act, 270. 

,, Ihcome*tax, 136. 

„ „ Registration, 134—138. 

„ „ Stamp-duty, 136, 138. 



INDEX, 


343 


Expolaion, ot membeis, 227. 

Famine Comniission, Report of, 4. 

Friendly Societies Act, 5, 7. 

Fall disdosoie of debts, 191. 

Funds, dirision of, 154—159. 

„ investment of, 152. 

„ raising of, 192—193. 

General meetings* (See ^I^tings.) 

Government Savings Bank, 73, 153. 

Immoveable property as security, 141,143, 146. 

Income-tax, exemption £com, 135—^138. 

Indian Registration Act, 134, 133,139, 140. 

„ Trusts Act, on investment, 153. 

Industrial and Provident Societies Act, 7. 

Inquiry by registrar, 161—165. 

„ ,, ,, costs of, 16o. 

„ prior to registration, 183, 134. 

Insane members, interests of. 230. 

Inspection of books, 163. 

„ „ „ at instance of creditor, 163. 

Inspections of documents, 180, ISI. 

„ „ rules and by-laws, 113, 114- 

Interest, explained, 43, 94,110. 

„ general discussion, 43—51. 

,, bo\r composed, 49, 50. 

„ on capital, 156,157. 

„ „ loans, 247, 218. 

„ religion and, 44—IS. 

Investment of funds, 152, 153. 

Jolnt*Stock Company, defined, 36. 

,, ,, „ probibited from membersbip, 192. 


Labour Party, 26. 

Tjaad-Bevenne Recovery Act, 293. 

Legal Practitioners in arbitration. 218, 223, 224. 

Liabifity, 36—42, 83. 

and shares, 175. 

,. limited, 88, 89. 

„ maximum, 197, 193. 

„ of deceased member, 131. 

„ „ members, 83, 164—106. 

f> » past members, 125—^123. 

„ unliimted, 89—^91. 

Limit to number of members, IS, 63,235—257. 
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** Limited explained, S8, 89. 

,, at end o£ name, 94. 

Limited means, persons of, 76. 

Liauidation, 171—179, 262—266. 

>, disposal of books on, 175. 

>, summary povrers of recovery ou, 178, 

Liquidator, powers of, 171, 172. 

„ a public servant, 176. 

„ remuneration, prior to all claims, 263. 

Loon, 66, 141—143, 230—248. 

„ amount of, 231. 

„ employment of, 58. 

„ interest on, 247, 248. 

„ maximum, 232, 233. 

„ order of preference, 231. 

„ period for, 237—242. 

,, premature repayment, 242, 243. 

,, pnnotuality in repayment of, 242, 243. 

„ purpose of, 50, 233—^237. 

„ recall of, 59. 

„ renewal of, 243. 

„ seouiity for. (See Security, Sureties.) 

„ supervision over expenditure, 58. 

,, to members of committee, 230. 

Loans on trust, 247. 

Local Govemmeni, defined, 80, 81. 

„ „ and appeals, 167. 

„ „ „ distribution of profits, 155. 

,, ,, may exempt from conditions as to registration, 268. 

„ „ „ „ „ provisions of this Act, 268, 269. 

„ „ „ appoint Registrar, 81. 

„ „ „ make rules, 179. 

„ „ „ vary liability, 83. 

„ „ „ prohibit mortgage security, 141. 

prohibit transactions with non-members, 149* 
sanction use of Co*opG^<>'tive in name, 269. 


If 

If 


^ladras Act X of 1020, 178* 

„ „ VT of 1932, 311—337. 

Maximum dividend, 258. 

„ liability, 197. 

„ loan, 232, 233. 

,, number of shares, 182. 

Meetings, 187, 19S—201. 

Member, age of, 94—96. 

,, adherence to rules, 190, 191. 

„ admission or election of, 55, 56, 79, 189—192. 

ascertainment of debts of, 192. 
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Member^ caa borrow from money-lenders, 192. 

„ debts of, full disclosure, 191. 

„ deceased, interest of, 125—^128. 

„ „ liability of, 131. 

„ definition of, 78, 79. 

„ deposits of, 195—197. 

„ disqualifications of, 190, 203, 204. 

„ expulsion of, 227, 228. 

„ insane, 230. 

„ liability of. (See Liability.) 

„ limit to number of, 65, 265—257. 

„ of committee. (See Committee of Management.) 

„ past. (See Past Member.) 

„ qualifications of, 94. 

„ register of, 131, 132, 211. 

„ removal of, 228. 

„ residence of, 94, 96, 97. 

„ restriction of benefits to, 52, 86, 141, 142, 149-^152* 
„ restriotion on interest of, 92—94. 

„ lights and liabilities of, 104—166. 

„ vote of, 106. 

„ withdrawal of, 225, 226. 

„ women, 102. 

Minors, 95, 96, 190. 

llloneydenders, resort to, by members, 192. 

Moral effects, 21. 

Mortgage security, 141, 145—147. 

Moveable property as seomity, 141—144. 


Name of aomety, 186. 

„ „ „ “ limited ” at end of, 94. 

Nicolson, Sir P., 3. 

Nominee (or nomination), 126—128, 229. 

Non-agricultural societies, 39. 

Non-members as sureties, 246, 247. 

Non-members, dealings with, 85, 141, 147, 149—152, 180- 
„ maximum liability from, 147—149. 

„ rights of, 151, 152. 

Number of members, limit to, 65, 255—267. 


Oaths Act, 218. 

„ taken by inspecting officers, 162. 
Object of loan. (See Purpose.) 

„ „ reserve fund, 253. 

„ „ societies, 27—35, 84. 

** Officer,” defined, 78, 80. 

Order of preference for loans, 231. 
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** Past member,” defined, ISO, 

„ liability of, 129—ISl. 

Patronage :^e, 260, 

Pawnbtoking, 143, 

Payment on withdrawal, 226, 

Period for loans, 237—^240, 

Personal sureties, 69, 244. 

Person elaiining through a member, 216. 

“ Person,** defined, 80, 95. 

„ of limited means, 76— 17^ 

Pioneers, Rochdale, 7, 14, 66, 67. 

Powers of Committee, 205. 

,, „ Local Government. (See Local Government.) 

Principles of Co-operation, 13, 20. 

Prior claim, 121—123. 

Privileges, 119—141. 

Productive purpose, 56, 233—^237. 

Profits, distribution of, 250, 251, 257—^261. 

„ on capital, 155—157, 260. 

Promotion of thrift, 63, 73—^75. 

Proxies, lOS—110. 

,, exempt from stamp duty, 109. 

Public Demands Recovery Act, 177- 
Publlcation of balance-sheet, 113, 209, 210. 

PubUcity, 62, 113, 114. 

Punctuality in repayment, 64, 65, 242. 

Purpose of loan, 56, 233—^237. 

Quafifications of sureties, 245, 246. 

Quorum at a meeting, 199. 

„ adjournment for want of, 200. 

Raiffeisen principles, 65, 66, 68. 

Rate of interest, 247, 248. 

Recall of loan, 59. 

Recovery of costs, 166. 

„ * ,, sums due to Government, 267. 

Regimental societies, 158% 

Registered Society, definition of, 78. 

„ „ duties of, 112—119. 

„ „ privileges of, 119—141. 

„ „ property of, 141—159. 

Register of members, 131, 132, 211. 

Registers, 206, 207. 

Registrar, appointment of, 81. 

„ defined, 78. 

„ discretion of, 81- 

„ duties of, 27, 81, 82, 100, 101, 114, 115. 
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Kegistrar, power of, to decide questions, 97. 

» » » „ inquire, ICl. 

„ qualification of, 82, 83. 

Registration Act, 134—136, 139, 140. 

„ application for, 98, 182, 183. 

„ cancellation of, 168. 

„ certificate of, 101. 

„ conditions of, 83—92, 94. 

,» discretion os to, 81, 87. 

„ effects of, 101, 119. 

„ evidence of, 101, 

„ inquiry prior to, 183, 184. 

„ necessity for, 87. 

„ societies eligible for, 83. 

Religious matters, excluded, 181. 

Removal of members of the Committee, 204. 

Renewal of loans, 243. 

Republican conatitutian, 62. 

Reserve fund, 194, 195, 248—^255. 

yf n disposal of, 248, 249, 252, 253. 

„ „ employment of, 253—255. 

»> » general, explained, 248. 

„ „ object of, 255. 

„ „ specific, 248, 249. 


Reside, 96. 

Resort of money-lenders, 192. 

Restrictions on borrowing, 147—149. 

„ „ interest, 92—^94, 182. 

„ „ loans, 141—147. 

,, ,, membership, 255—257. 

„ „ transfer of share or interest, 110—112. 

„ „ transactions with non-members, 149—15^« 


Returns, 210. 

Revocation of nomination, 229, 230. 
Rights of members, 104, 105. * 
Rochdale Pioneers, 7, 14, 66, 67. 

„ Plan, 67. 

Rules, 179—266. 

„ publication of, 266. 


* Savings Bank, 73, 153, 195, 196. 

Security for loans, 59, 244. 

•t „ „ immoveable property as, 141, 145— 

», ,, „ members^ share should never be, 144. 

. moveable property as, 142—144. 

Security for loans, shares as, 144. 

Self-help, 75. 

Set-off, 123, 124. 
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Shares and liability, 92. 

„ „ voting power, 106—108. 

„ charge on, 123, 124. 

„ exemption from attachment, 124, 125. 

„ general discussion on, 192—194. 

„ holders, rales as to, 189, 190. 

„ maximum holding, 182. 

„ transfer of, 110, 111, 125. 

„ value of, 128. 

" Sign,’* defined, 98. 

Socialism and Go-operation, 23—^26. 

Societies which may he registered, 83. 

., consnmors’, 35. 

„ co-operative. 11—22. 

„ friendly, 7. 

„ general, 35. 

„ lionsing, 35. 

„ non-agricultural, 89. 

„ producers’, 35. 

„ resourco, 35. 

Stamp duty, 138, 139. 

„ „ proxies exempted, 109. 

Strictness essential, 8, 9, 65. 

Summary powers of recovery, 177, 178. 

Supervision of expenditure of loans, 68, 69. 

Sureties, 69, 60, 244. 

„ non-members as, 246, 247. 

„ qualifications of, 246, 246. 

„ sanction to renewals necessary', 243. 

Taldravi system, 3, 267. 

Teaching, necessity of, 53, 64. 

Thrift, 63, 64, 73, 74. 

Trade Unions, 23—26. 

Transfer of share or interest, 126—128. 

„ fund. 111, 112. 

Transactions with non-members, 85, 141, 147, 149—152. 

„ Local Government can only limit but not order to carry out, 85. 

Trusts Act (Indian), 152. 

Unconditional adherence, 190, 191. 

Unions, 86. 

U. P. Act ni of 1919, 178. 

Unlimited liahUity (see liability), 36,42, 83, 84, 90—92. 

,, „ oonseqnences of, 40, 41. 

„ „ how limited in practice, 90—92. 

Unregistered society, 87. 

Usury Laws, 44—46. 
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7alae of deceased member’s interest, 229. 

„ „ a share, 12S. 

Vote, 62, 106—110. 

„ prosy, 108. 

Winding-up, 171—179. 

Withdrawal, 225, 226. 

„ payment on, 226, 227. 
Women, 92, 192. 





